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GOVERNMENT GUARANTEE OF LOANS TO CERTAIN 
AIR CARRIERS 


MONDAY, FEBRUARY 8, 1960 
U.S. SENATE, 


SUBCOMMITTEE ON AVIATION, 
CoMMITTEE ON INTERSTATE AND 
Foreign CoMMERCE, 
Washington, D.C. 

The subcommittee was called to order at 10:10 a.m., in room 5110, 
New Senate Office Building, Hon. A. S. Mike Monroney presiding. 

Senator Monroney. The Subcommittee on Aviation will be in 
session. 

This morning we initiate hearings on S. 2774, a bill which I intro- 
duced in the Senate on January 11 of this year, and which 
was cosponsored by Senator Symington, former Secretary of the Air 
Force. 

I believe it is appropriate to state that this bill is a product of several 
years of study and review of the operations of our Military Air 
Transport Service (MATS) and the Military Sea Transport Service 
(MSTS) on the part of the special subcommittee of which I was 
chairman. 

Our subcommittee devoted particular attention to the functioning 
of MATS and to an appraisal of its capabilities to serve its primary 
defense responsibility which is to provide an immediate airlift of 
military personnel and equipment to oversea points in the event of 
war or a military emergency—that so-called hard-core requirement. 

We also studied the relationship of MATS to our civil air com- 
merce and the impact of its peacetime functioning on our civil air 
commerce. 

In conducting our special committee study, we had the valuable 
assistance of both the CAB and the FAA. Moreover, we had numer- 
ous consultations with the military agencies as well as other civilian 
departments. I know that both the CAB and FAA have devoted 
considerable time and effort in conducting coordinated research on 
the problem of our Nation’s needs for an adequate air cargo transport 
capability to serve the needs not only of our military and national 
defense interests but also to develop and advance our civil air com- 
merce including our postal service. 

In its annual report for 1959 filed with the Congress just a few 
weeks ago, the CAB specifically recommended legislation to provide 
for Government guarantee of private loans to air carriers for the pur- 
chase of new and modern air cargo equipment. This recommenda- 
tion is found on pages 7 and 8 of the 1959 report and I will now insert 
it in the record at this point. 
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17. To provide for Government guarantee of private loans to air carriers for 
purchase of new aircargo equipment: 

Legislation is needed which will permit the Government, under appropriate 
conditions, to assist the air carriers in acquiring new aircargo equipment by 
guaranteeing private loans negotiated by the carriers for the purchase of such 
aircraft. The cost of aircargo movement has remained sufficiently high that 
large-scale use of aircargo has not occurred. The use of converted airplanes 
essentially designed for other purposes is generally credited with being one of 
the reasons for the relatively high cost attached to transportation of cargo by 
air. Preoccupation with the development of new passenger jet aircraft may 
have resulted in a relative lack of interest in the development of an uncom- 
promised all-cargo aircraft. This situation has led to steadily increasing in- 
terest on the part of the Board and others in finding a means of developing 
large, low-cost all-cargo aircraft of essentially new design which might be 
suitable for joint use by the military departments as well as by the civil air 
transport industry. In the opinion of the Board, legislation to provide for 
Government guarantee of private loans for purchase of new aircargo aircraft 
would be a constructive step in achieving the objective of spurring the develop- 
ment of a truly capable all-cargo aircraft and would provide needed assistance 
to the air carriers in financing the acquisition of such aircraft. This should 
enable the aircargo industry to make a healthy growth and eventually become 
self-supporting. 

The committee notes with imterest that the Board has properly 
observed that the cost of aircargo transportation has remained 
sufficiently high so that the large-scale use of aircargo has not oc- 
curred and that possibly our preoccupation with the development of 
new passenger jet aircraft has resulted in a relative lack of interest 
in the development of an uncompromised all-cargo aircraft. I believe 
that it is only too obvious that we have a critical need for the develop- 
ment of a low-cost modern cargo aircraft suitable for joint use by 
our military departments as well as our civil air transport industry. 

Hence the essential purpose of the present. bill is to provide for 
an appropriate and carefully conditioned program of Government 
guarantee of private loans to civil air carriers for the purchase of 
modern cargo aircraft which will take their place in a reserve fleet 
for use by the military in the event of an emergency while at the 
same time providing a means for a needed breakthrough on the 
carriage of commercial cargo by air. 

I believe it is quite unnecessary at this point to elaborate on my 
own expressed views as to the vital necessity and importance of legis- 
lation of this character. I have done so on several occasions on the 
floor of the Senate and most recently on January 11 when I intro- 
duced the bill which is the subject of our hearings today. 

However, I do wish to reiterate that it is my opinion that we must 
have a comprehensive program to develop and encourage civil air 
‘arriers to provide modern cargo aircraft which would permit them 
to perform routine military logistic functions in time of peace and 
which would be immediately available to the Department of Defense 
for performance of vital military missions in time of emergency. 

It is quite obvious that the time has come when we can no longer 
afford to limp along with converted passenger-type aircraft for cargo 
lift purposes. We must have a substantial number of cargo aircraft 
in our military air fleet and a substantial number—on a Ready Reserve 
basis—in operation by our private commercial carriers. 

In this connection let me repeat what I have said before. The 
fact that we wish to encourage the development of a modern civil 
aircargo fleet does not mean that the MATS does not likewise need 
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a basic number of similar modern cargo aircraft under its direct 
control and operation. 

Before hearing from our first witness today, the Honorable James 
R. Durfee, Chairman of the Civil Aeronautics Board, I wish to intro- 
duce at this point in the record a copy of the bill, together with a 
staff digest of its provisions. 

(S. 2774 is as follows :) 


[S. 2774, 86th Cong., 2d sess.] 


A BILL To foster the national defense, the postal service, the development of civil aero- 
nautics, air commerce in the United States and abroad, and for other purposes, by provid- 
ing for Government guarantee of loans to certain air carriers for purchase of efficient, 
newly developed, modern cargo aircraft and components of a cargo airlift system. 


Be it enacted by the Senate and House of Representatives of the United 
States of America in Congress assembled, That it is hereby declared to be the 
policy Of Congress, in order to insure an adequate air cargo capacity to meet 
the needs of national defense, the postal service, the development of civil 
aeronautics, and to promote the development of air commerce in the United 
States und abroad: (1) to encourage the development by United States aircraft 
manufacturers of new, efficient and modern cargo aircraft which will provide 
economical air cargo transportation; (2) to facilitate the acquisition of such 
aircraft by United States certificated air carriers; (3) to encourage the use 
of such cargo aircraft operated by such carriers for the movement of com- 
mercia)] and Government cargo, and mail; and (4) to insure the immediate 
availability of such aircraft to meet military requirements in time of war, 
national emergency, or whenever a military situation requires. In furtherance 
of this policy, it is in the public interest that provision be made to assist such 
air carriers to acquire sufficient numbers of such cargo aircraft by providing 
guarantees of loans, for purchase thereof, on such terms as to insure their 
military availability. 

Sec. 2. As used in this Act— 

(a) “Administrator” means the Administrator of the Federal Aviation 
Agency. 

(b) “Air carrier” means an air carrier as defined in section 101 of the 
Federal Aviation Act of 1958. 

(c) “Board” means the Civil Aeronautics Board. 

(d) “Cargo aircraft” means a newly developed modern civil aircraft of the 
United States, including spare engines and parts, and other specialized com- 
ponents of a cargo airlift system directly associated with flight line cargo 
handling, designed exclusively for the carriage of property or mail, or emer- 
gency carriage of combat forces or materiel. 

(e) “Cargo aircraft purchase loan” means any loan, or cOmmitment in 
connection therewith, made to a United States certificated air carrier for 
financing the purchase of United States-manufactured cargo aircraft, and shall 
include loans to certificated air carriers or any other person engaged in flight 
line cargo handling, for financing the purchase of specialized components of 
acargo airlift system. 

(f) “Certificated air carrier’ means an air carrier holding a currently effec- 
tive certificate issued by the Civil Aeronautics Board authorizing it to engage 
in air transportation. 

Sec. 3. For a five-year period after the date of the enactment of this Act, the 
Board is hereby authorized to enter into an agreement with any lender guaran- 
teeing him against loss of principal or interest on any cargo aircraft purchase 
loan made by such lender subject to the following conditions : 

(a) The Board shall require that such cargo aircraft be adequately insured 
against loss or damage for the duration of the guarantee, and shall require 
that the applicant execute or agree to execute a suitable instrument or instru- 
ments to secure the cargo aircraft purchase loan. The Board may consent to 
the modification of the provisions of any such cargo aircraft purchase loan as 
to the rate of interest, time of payment of interest or principal, security, or 
other terms and conditions, or to the renewal or extension of any such 
guarantee, whenever the Board shall determine it to be equitable to do so: 
Provided, That such modification, renewal, or extension is not inconsistent with 
the provisions of this Act. 
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(b) No guarantee shall be made: 

(1) Extending to more than the unpaid interest and 90 per centum of the 
unpaid principal of any cargo aircraft purchase loan ; 

(2) On any cargo aircraft purchase loan or combination of such loans for 
more than 75 per centum of the purchase price of the cargo aircraft ; 

(3) On any cargo aircraft purchase loan whose terms, modiffication, renewal, 
or extension thereof do not require repayment, in substantially equal principal 
payments no less than annually, to be completed within ten years after the date 
on which the loan is first made; 

(4) In any case where it would make the total face amount of such cargo 
aircraft purchase loan, together with any other such loan or loans to the same 
air carrier, or corporate predecessor air carrier or air carriers, then 
currently guaranteed and outstanding under the terms of this Act, exceed 
$75,000,000: Provided, however, That no more than $10,000,000 in total face 
amount of any cargo aircraft purchase loan or loans shall be guaranteed for 
any one air carrier, or other eligible person, for the purchase of specialized 
components of a cargo airlift system ; 

(5) Unless the Administrator shall have certified that the characteristics of 
the cargo aircraft as defined in this Act to be purchased with the proceeds of 
the guaranteed loan conform to the general design and performance criteria 
established by him, and that the guaranty will further the objectives of this 
Act; 

(6) Unless the Secretary of Defense shall have certified that the cargo aircraft 
to be purchased with the proceeds of the guaranteed loan has design and per- 
formance characteristics which satisfy the criteria of suitability for military 
use established by him; 

(7) Unless the Secretary of Defense shall have certified to the Board that 
the borrower has executed a contractual undertaking to the Department of 
Defense that the cargo aircraft in respect of which the guaranty is made (i) 
will, in the event of war, a national emergency, or whenever a military situation 
requires as determined by the Secretary of Defense, be made immediately avail- 
able to the Department of Defense during the period of this guaranty, on 
reasonable terms including pricing criteria and arrangements for operation 
of the cargo aircraft agreed to prior to the making of the guaranty, and (ii) 
will not during the period of this guaranty be disposed of, except to a United 
States certificated air carrier: Provided, however, That the borrower, with the 
consent of the Secretary of Defense, may, for the purpose of fulfilling the 
foregoing undertakings substitute for any cargo aircraft on which a cargo 
aircraft purchase loan has been made hereunder a newer, more efficient, and 
modern cargo aircraft eligible for a cargo aircraft purhase loan and guaranty 
pursuant to this Act; 

(8) Unless the Board shall have received a contractual undertaking satis- 
factory to it that the cargo aircraft be purchased with the proceeds of the guaran- 
teed loan will be used primarily during the period of the guaranteed loan for 
the carriage of property or mail; 

(9) Unless the Board shall have found (i) that, without such guaranty, the 
air carrier or other eligible person would be unable to obtain necessary funds 
for the purchase of such cargo aircraft on terms which are reasonable and 
compatible with efficient and profitable operation, (ii) that the prospective 
earning power of the air carrier or other eligible person furnishes reasonable 
assurance of the air carrier’s ability to repay the loan within the time fixed 
therefor, (iii) that the value of the cargo aircraft covered by the guaranty 
will reasonably protect the interests of the Government in the event of default, 
and (iv) that the type and number of cargo aircraft proposed to be purchased 
by the air carrier will improve the economy and efficiency of the carrier's 
operation. 

(c) Such guaranty shall be made in such form, on such terms and conditions, 
and pursuant to such regulations, as the Board deems necessary and which are 
not inconsistent with the provisions of this Act. 

Sec. 4. Any guaranty made pursuant to this. Act shall provide that the sole 
recourse of the United States, as assignee of a defaulted loan, against the de- 
faulting borrower shall be limited to repossession of the cargo aircraft and the 
receipt by assignment of insurance claims, and that the obligation of the bor- 
rower to the United States shall be satisfied and discharged by the surrender of 
the cargo aircraft and all right, title, and interest therein to the United States: 
Provided, That such cargo aircraft shall be (i) free and clear of all liens and en- 
cumbrances whatsoever (other than the lien of any instrument executed to secure 
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the cargo aircraft purchase loan) and (ii) in as good order and condition, 
ordinary wear and tear excepted, as when acquired, except that any deficiencies 
may, to the extent covered by valid policies of insurance, be satisfied by the 
assignment to the United States of claims under such policies. Where the con- 
ditions of the foregoing proviso have not been met, the United States shall retain 
all of its rights and remedies. 

Sec. 5. No payments required to be made as a consequence of any guaranty 
by the Board under this Act shall be made unless the lender has assigned all 
his right, title, and interest to the cargo aircraft to the United States. 

Sec. 6. The Board shall prescribe and collect from the lending institution a 
reasonable guarantee fee in connection with each loan guaranteed under this Act. 

Sec. 7. (a) To permit the Administrator, the Board, and the Department of 
Defense to make use of such advice and services as each may require in carrying 
out the provisions of this Act, each is authorized to use available services and 
facilities of other agencies and instrumentalities of the Federal Government with 
their consent and on a reimbursable basis. 

(b) Departments and agencies of the Federal Government shall exercise their 
powers, duties, and functions in such manner as will assist in carrying out the 
objectives of this Act, including an immediate and orderly transfer of increasing 
quantities of routine Government-sponsored air cargo traffic to the certificated 
air carriers. 

Sec. 8. (a) Receipts under this Act shall be credited to miscellaneous receipts 
of the Treasury. 

(b) Payments required to be made as a consequence of any guarantee by the 
Board under this Act shall be made by the Board from funds hereby authorized 
to be appropriated in such amounts as may be necessary for that purpose. 

(c) Administrative expenses under this Act shall be paid from appropriations 
to the Departments and Agencies concerned for administrative expenses. 

Sec. 9. Any sale or other transfer of any cargo aircraft, on which a guarantee 
loan is outstanding, shall be subject to the provisions of this Act, any regulation 
issued hereunder, or any undertaking required to be entered into pursuant to 
this Act. 

Sec. 10. The provisions of this Act shall become effective upon its enactment. 


Digest oF S. 2774 


Section 1. Declaration of congressional policy. 

Section 2. Definitions. 

Section 3. For a 5-year period, the CAB is authorized to guarantee a private 
lender against loss on a cargo aircraft purchase loan subject to following 
conditions: 

(a) There shall be insurance on aircraft for duration of guarantee period; an 
executed instrument securing loan; and loan provisions may be modified if equity 
requires it. 

(b) (1) guarantee may not extend to more than unpaid interest and 90 percent 
of unpaid principal of loan. 

(b) (2) No loan, or combination of loans, may exceed 75 percent of purchase 
price of aircraft. 

(b)(3) Repayment is required in substantially equal principal payments, at 
least annually and within 10 years after date of loan. 

(b) (4) Total amount of loans may not exceed $75 million for a single carrier 
or its predecessor; no more than $10 million can be guaranteed for purchase 
of cargo aircraft components by a single carrier. 

(b) (5) The Administrator of the Federal Aviation Agency must certify that 
aircraft conforms to design and performance criteria established by him and 
that guarantee will further objective of the act. 

(b) (6) The Secretary of Defense must certify that the aircraft has design and 
performance characteristics suitable for military use. 

(b)(7) The Secretary of Defense must certify to the Board that purchasing 
company has executed a contract with the Defense Department to make the air- 
craft immediately available to the Department of Defense on satisfactory terms 
in the event of war, national emergency, or a military situation which requires 
it: and that purchaser agrees not to dispose of the aircraft during the guarantee 
period except to a U.S. certificated air carrier provided that the company, with 
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consent of the Secretary of Defense, may substitute a more modern cargo plane to 
fulfull the foregoing agreement. 

(b)(8) The Board shall receive a contractual agreement that the aircraft 
will be used primarily for the carriage of property or mail during the loan 
period. 

(b)(9) The Board must find that (i) the borrower is unable otherwise to 
obtain a satisfactory loan; (ii) that its prospective earning power insures re- 
payment; (iii) that the value of the aircraft reasonably protects the Govern- 
ment in event of default; (iv) that the economy and efficiency of the carrier's 
operation will be improved by the purchase. 

(c) The Board shall make such guarantee terms and conditions as necessary 
and such regulations governing same which are not inconsistent with this act. 

Section 4. As assignee of a defaulted loan, the sole recourse of the United 
States shall be limited to repossession of the aircraft and assignment of insur- 
ance claims; obligation of borrower is satisfied by surrender of aircraft and its 
title which shall be free of liens; and the aircraft shall be in the order and 
condition as purchased, except for ordinary wear and tear, or damage reim- 
bursed by insurance; otherwise United States retains all of its rights and 
remedies, 

Section 5: Before any payments are made by the Board, the lender must assign 
all its right, title and interest to the United States. — 

Section 6: The Board shall charge and collect from the lender a reason- 
able fee for each guaranteed loan. 

Section 7. (a) To carry out provisions of the act, the Federal Aviation 
Agency, Civil Aeronautics Board, and Department of Defense may utilize servy- 
ices of other Government agencies with their consent on a reimbursable busis. 

(b) Government agencies shall assist in carrying out objectives of act includ- 
ing immediate and gradual transfer of routine aircargo traffic to certificated air 
carriers. 

Section 8. (a) Receipts shall be credited to miscellaneous receipts of the 
Treasury. 

(b) Payments shall be made by Civil Aeronautics Board from funds hereby 
authorized to be appropriated in such amounts as may be necessary. 

(¢) Administrative expenses shall be paid from appropriations to the depart- 
ments and agencies concerned. 

Section 9: Any sale or transfer of aircraft on which guarantee loan is out- 
standing shall be subject to this act, to regulations issued hereunder, or any 
contract required to be executed pursuant thereto. 

Section 10: The act shall be effective upon enactment. 


Senator Monroney. I believe you had a statement, Senator Engle. 

Senator Enexie. I wanted to inquire, Mr. Chairman, with respect to 
the procedure of the committee in hearing these witnesses. I would 
like to inquire about some matters with respect to the schedule. 

I understand there are people who desire to appear in opposition 
and for that reason I would like to inquire of the chairman what the 
proposed program is so that these people can be apprised, and in the 
event that they can’t get in here to be heard at the time which is 
programed, that some other reasonable arrangements can be made. 

Do I understand it is the chairman’s intentions to complete the 
hearings on this legislation this week ¢ 

Senator Monroney. It is the chairman's hope we can move forward 
and, if possible, complete them this week. 

I believe during the duration of my chairmanship of this commit- 
tee, there is no one in the aviation industry who would stand up and 
testify that they have been cut off and denied an opportunity to be 
heard on any legislation. 

We attempted to notify at the earliest possible time all interested 
parties to this matter. 

Several weeks ago we notified the Air Transport Association—ask- 
ing them to transmit to their members, which includes most air 
carriers—cargo, feeder, trunklines, and international lines—of our 
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intention to hold these hearings and to please alert their membership. 

We did that because we felt that was a proper organization repre- 
senting them. They had more advance notice than was given when we 
had the specific names of others who wished to be here. 

We have tried to notify everyone who we believed was interested. I 
announced at the conclusion of our hearings a week ago last Thurs- 
day, our intention to take the bill up. The notices went out as fast as 
they could on Monday of last week and so far everyone who has asked 
to be heard has been scheduled to be heard. 

The chairman is no mindreader. Consequently, I don’t know of 
anyone, unless the Senator suggests someone, that has not been prop- 
erly notified and properly scheduled. 

Senator Eneie. Some people want to get in here from the coast. 
For instance, I understand that a representative of the “Flying 
Tigers” wants to testify in opposition. The American Airlines, I 
am advised, although not directly, desires to appear against this 
legislation, and certain others. 

Now, it seems to me that this is important legislation involving 
amounts of money in excess of the total amount of money ever given 
to airlines for subsidy purposes, although it is in the nature of a loan. 

I am extremely reluctant to see these hearings pushed without 
affording everybody an opportunity to be heard, and I want to say 
to the chairman that if the situation develops where these people can t 
be heard, that I am going to feel obliged to insist they be given a 
chance to be heard within a reasonable time even though it requires 
that these hearings go over into the next week. 

I observe also the Aviation Subcommittee is scheduled to meet the 
l5th, 16th, 17th and 18th as is the Sumcommittee on Merchant Marine 
of this committee. The hearings of these two subcommittees com- 
pletely overlap each other and the membership overlaps. Try as I 
may, I haven’t found any way of being two places at once. 

would simply like to suggest that in deference to the interests 
of Senators who want to attend both subcommittees not to mention, 
of course, the Military Preparedness Subcommittee and others which 
are all meeting at the same time. I know we can’t schedule our hear- 
ings around every other committee of the Senate, but ae least we 
ought. to be able to keep ourselves from overlapping right here in this 
committee so that a member of the committee who is serving on both 
subcommittees isn’t in the position of having to forgo attendance on 
important. matters pending before two separate subcommittees. 

I would like to have the chairman reexamine his schedule and see 
if we can’t avoid those kinds of conflicts between subcommittees of 
the Committee on Interstate and Foreign Commerce. 

Senator Monroney. This is the problem that grows more difficult, 
as the Senator knows, as the activity in many different branches of the 
Senate increases. It was my purpose to try to move these along so we 
could take up what is another very important matter and that is the 
qualification and certification of pilots which we had hoped to get to 
the following Monday. 

If the Senator wishes, we can perhaps delay that if there are some 
witnesses who can’t possibly make it. 

I have assumed from talking with the counsel of the committee 
that everyone who has asked to be heard has been scheduled, including 
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Flying Tigers, who have been scheduled for Thursday of this coming 
week. 

Now, is it the Senator’s understanding that they wish a delay from 
the time they had previously requested and for which they have been 
scheduled ? 

Senator Eneie. I understand the Flying Tigers are having some 
difficulties. It makes it extremely hard for Mr. Prescott to get back 
here next Thursday—this Thursday. 

Senator Monroney. We will be happy to hear him Friday or, if 
necessary, we can postpone the hearings on pilot certification and 
qualifications which I thought was of enough importance to try to 
get to as soon as possible. Certainly if there are any large number 
of witnesses, particularly adverse witnesses, the committee will take 
them at whatever times will be reasonably convenient to them. How- 
ever the committee wishes to avoid undue delay in trying to complete 
the hearings on this bill. 

There are a great many witnesses, some probably adverse and a 
great many pro. This is the first knowledge I had that American 
Airlines wished to be heard. 

Certainly we will be glad to hear them. If they had notified the 
committee and had made this request prior to today, they would 
have certainly been given the time in which to be heard. I will now 
state to any others who represent any vital interests in aviation, that 
we certainly would welcome a chance to hear them. There has never 
been a bill reported by this committee on which opponents have not 
been given the opportunity to fully express their views even if it 
required meeting until 6 :30 at night. 

Senator Encre. It is bad enough to overlap other committees like 
the Preparedness Committee—do I understand the chairman intends 
to meet this afternoon 4 

Senator Monroney. We would very much like to meet. 

Senator Eneie. There are other subcommittees meeting this after- 
noon. We can’t be in two places at once. 

Senator Monroney. I am well aware of that. I have an appro- 
priations meeting going on, and the Senators have other conflicts, 
but it is a matter over which we have no control. 

Senator Enerre. Merchant Marine and Fisheries is meeting next 
Monday, the 15th, 16th, and 17th of the next week on important 
legislation at the same time this committee is meeting on qualifica- 
tions and certification of pilots. 

I am interested in both subject matters, and I want to be present 
at both hearings, but I can’t be present at both hearings if subcom- 
mittees of this committee overlap each other. At least we ought to 
be able to run the subcommittees so that they don’t conflict. 

We can’t tell the other committees what to do, but inside our own 
committee it seems to me we ought to be able to handle these matters 
without just you and I present—you alone—if I weren’t here, you 
would be all by yourself. 

Senator Monroney. I have found no way we can compel the 
Senators’ attendance. They are notified every day of the hearings. 
Of course, many have conflicts the same as the Senator has and the 
same as I have. If we want to move along with legislation—this is 
going to be a short session—then I think we should endeavor to 
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expedite hearings on legislation which appear to be important. In 
fact, we have been dillydallying; we oma have been further along 
except for the insistence of the chairman that everybody be os the 
opportunity to be heard at great length and to discuss fully their 
attitude on all phases of our examination of the FAA. This seemed 
to me and to the junior Senator from California to be quite an im- 
portant matter. 

Senator Eneie. Well, I will speak to the chairman later about it, 
but I think we ought to give everybody a chance to be heard within 
reasonable time, and try to swank ooallan that make it impossible 
for members of two subcommittees of this committee to attend sep- 
arate meetings at the same time. 

Senator Monroney. I will do everything possible to avoid that; 
however, because of the duplication of membership on many of these 
committees, and the Senator is as well aware of these conflicts as I 
am, it is almost impossible to schedule times when some member will 
not be meeting on another subcommittee. 

I am glad to have you before us again, Mr. Chairman, and wel- 
come the opportunity to hear your statement. We thank you for 


the courtesy of giving us the prepared statement well in advance. 
(The prepared statement is as follows :) 


STATEMENT OF Hon. JAMES R. DURFEE, CHAIRMAN, CIVIL AERONAUTICS BOARD 


Mr. Chairman, members of the subcommittee, I appreciate the opportunity 
that you have extended to me as the representative of the Civil Aeronautics 
Board to appear before your subcommittee for the purpose of discussing the 
subject of Government guaranteed loans to the civil air transportation industry 
for the purpose of purchasing newly developed cargo aircraft. 

It is my understanding that you have before you for consideration the bill 
S. 2774, introduced by Senator Monroney, for himself and Senator Symington, 
and whose purpose is to provide for Government guarantee of loans to air 
carriers for the purchase of newly developed aircraft, etc. I shall address 
myself in these remarks generally to the subject of loan guarantee legislation 
and specifically to S. 2774 itself. 

Before discussing the details of S. 2774, I believe that a short history of the 
participation of the Civil Aeronautics Board and of other agencies in this 
project would be worth while. 

As long ago as last May conversations were had between members of the 
Board and officials of the Federal Aviation Agency, and of the Department 
of Defense, as well as with representatives of the various segments of the 
civil air transport industry. 

After many conversations with officials of other agencies in the Government, 
the Civil Aeronautics Board decided in August 1959, that it should seek more 
information from the civil air transport industry generally as to the need or 
desirability of a Government loan guarantee program. To develop such infor- 
mation the Board canvassed trunkline, international, and supplemental air 
carriers by mail as to their opinion of the need for legislation of this sort. 
We specifically asked these people to comment on three particular areas: 

(1) The need for modern turbine powered aircraft, 

(2) The carrier’s plans for acquiring and financing any cargo aircraft 
not already in question, and 

(3) A statement as to whether a Government guarantee would be needed 
to acquire cargo aircraft on reasonable terms, and whether such guarantee 
would increase interest in acquiring a modern cargo fleet. 

Further, on September 2, 1959, the Board met with these carriers in a 
public conference for the purpose of hearing firsthand the attitudes which 
might exist with reference to the need or desirability for such legislation. 

While there was a variety of views expressed, the dominant one, at least 
in point of numbers of carriers expressing it, was that it would be desirable 
and helpful to the aircargo industry to enact such legislation. A minority 
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expressed the feeling that such legislation is absolutely mandatory and that with- 
out its enactment new type aircraft epuld not be purchased. <A few carriers, at 
the extreme opposite pole, expressed the point of view that such legislation is 
unnecessary. A docket has been kept in the Board’s docket section of the carrier 
comments, and it is available for public inspection. I have with me a précis of 
what was submitted at that time, and while I will not detail it here you may 
wish to insert the summary in the record at this point. 

While the Board could not conclude that there was a fully crystallized point 
of view, it appeared that from among all the air carriers consulted the balance 
was weighted in favor of enactment of some sort of loan guarantee legislation. 

It is generally known that the development of transportation of cargo by air- 
craft has been disappointing in the last 15 years, especially in the terms of the 
predictions made for this industry in the early postwar period. There has 
been, of course, a steady growth of air transportation in the years since World 
War II. Nevertheless, the vast market which is generally believed to exist for 
airecargo remains largely untapped. Moreover, the all-cargo business has not 
been profitable. The all-cargo carriers (those who are certificated to carry 
only property and mail) have generally been required to subsidize their cer- 
tificated services with profits from noncertificated operations such as charter 
activities in order to show an overall profit. In the past months, two of these 
earriers (Slick and AAXICO)- have been forced to suspend altogether their 
all-cargo services because of inability to sustain profitable operations. 

The Board believes that the failure of the air transport industry to realize 
its potential in the movement of aircargo is directly attributable to the lack of 
modern specialized aircraft designed primarily to carry cargo profitably and at 
low rates. The Board has concluded that the development, production, and 
operation of such an aircraft would greatly expand the demand for aircargo 
transportation and could place the all-cargo industry on a paying basis. The 
Board feels that a fleet of modern, high-speed, low-cost cargo aircraft would 
contribute materially to our defense posture and would be an invaluable benefit 
to the postal service and to the commerce of the country generally. 

Studies made by various agencies of the Government as well as by independent 
transportation specialists suggest that there are large proportions of the cargo 
moved by the military which are susceptible of being moved equally efficiently 
by commercial carriers utilizing cargo aircraft of advanced design, and we be- 
lieve that it is entirely possible that one cargo configuration could be developed 
which would be sufficiently versatile to be profitable to the commercial carriers 
to whom profit is essential and to be adaptable to the military services for 
whom aircraft capability is of first importance, with cost of operation a sec- 
ondary consideration. 

The Board advised other agencies of the Government, and also advised Sen- 
ator Monroney many weeks ago, that it would favor the enactment, as being 
in the public interest, of legislation which would accomplish the development 
of such a dual purpose cargo aircraft. 

I shall not attempt to discuss in this testimony the details of what we be 
lieve the proper specifications of such an aircraft should be. If such legisla- 
tion is enacted, precise details of eligiblity of aircraft would be worked out in 
consonance with the philosophy of the law. 

As this subcommittee is aware, the Congress in 1957 enacted legislation au- 
thorizing the Board to conduct a loan guarantee program to assist the local 
service carriers in purchasing more modern equipment (71 Stat. 629). Since 
the enactment of that legislation the Board has approved guarantee of loans to 
9 local service air carriers for the purchase of a total of 43 aircraft, includ- 
ing 5 helicopters, 10 Convair 340’s, and 28 F-27’s. The total amount for 
which the Board has guaranteed loans amounted on January 18, 1960, to $22,- 
598,793. That legislation was limited in its scope, generally restricting eligi- 
bility to those carriers providing local or feeder service, and restricting the total 
face amount of the guaranteed loan or loans which could be outstanding at any 
one time to any one carrier to $5 million. The administration of that pro- 
gram has given the Board some experience in the problems related to this form 
of financial assistance, but in view of the wide differences in scope of the cargo 
program now under discussion and the Local Service Loan Act of 1957, I am 
doubtful if we can discuss 8. 2774 or any related bill based solely upon our ex- 
perience under the other program. 

The bill S. 2774 is substantially similar to a draft of bill which has been cir- 
culated informally among various agencies of the Government for the past 6 or 
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8 months, and which, during this course, has been changed by modifications 
suggested by one or another agency of the Government. A number of CAB 
comments have been incorporated into the draft of bill. 

After extensive study, the Board decided to draft its own bill which would 
draw upon the provisions of the Local Service Guarantee Loan Act of 1957, as 
well as on the provisions of the draft which became S. 2774, but which would, 
in a few respects differ from S. 2774. The Board did not complete its work on 
that draft until last week. The current Board draft, a copy of which I have 
with me today, is now being submitted to the Bureau of the Budget for deter- 
mination as to whether it is in accord with the program of the President. ' It 
may be of interest to your subcommittee when you come to marking up 8S. 2774. 

The Board fully supports the ultimate objective of S. 2774. With your per- 
mission, however, I would like to allude to a few areas in S. 2774 where the 
Board believes the bill could be improved by amendment. 


TYPE OF AIRCRAFT COVERED 


The Board believes that the bill should specify that loan guarantees may be 
made only for the purchase of turbine powered aircraft. Section 2(d@) of S. 
2774 does not specify turbine powered aircraft. We believe that the bill ought 
to be clarified to show that turbine powered aircraft is a requirement, in order 
to avoid any subsequent arguments with prospective operators that pistoned 
engine aircraft should be included. We had an experience under the 1957 Loan 
Guarantee Act where we had to go to the Comptroller General for an interpreta- 
tion of what types of equipment should be included, and we think a precise 
definition may avoid such a future situation. 

Further, the requirement of section 2(d) of S. 2774 that the aircraft be 
“newly developed,” seems to us to be too difficult to define. As a substitute for 
those words we would suggest that no guarantee be made unless the Board 
finds “that the design and performance characteristics of the subject cargo air- 
craft can reasonably be expected to enable the carrier to provide air transporta- 
tion of property at significantly reduced rates.” 

We also would suggest that the word “primarily” be substituted for the word 
“exclusively” in this same section, to make clear that the aircraft is to be built 
essentially for cargo purposes, without making the language so restrictive that 
costly hardships could result to carriers who might benefit by having an air- 
craft which had some capabilities and utilization other than for cargo airlift. 


AMOUNT OF LOAN 


Our studies have indicated to us that the total face amount of cargo aircraft 
guaranteed loans to the same carrier probably need not exceed $35 million. 
This compares with the $75 million figure used in S. 2774 (sec. 3(b)(4)). We 
suggest this lesser figure for the following reason. Assuming a purchase price 
of $5 million per aircraft, this would allow for approximately seven aircraft 
to be purchased under guaranteed loans. This limitation is suggested because it 
appears that the loan guarantee program will be geared to the needs of small 
carriers primarily, since the larger carriers as a group have not indicated any 
need for loan guarantees. In fact, on September 2, 1959, most of the large car- 
riers advised the Board of their capability of getting their own financing. We 
believe that the $35 million program per carrier will be adequate to cover the 
first stage of equipment procurement by the smaller carriers. If, as is hoped, the 
equipment proves profitable, the carriers should be able to obtain financing for 
additional aircraft needed without Government aid. Even if they cannot, it 
will be a few years before experience will have been gained under the statute, 
and the statutory limitation on the amount may be raised by congressional 
action if necessary. 

PERCENTAGE OF LOAN 


We suggest that the total loan be permitted up to 90 percent of the purchase 
price of the cargo aircraft. This formula would conform to the formula used in 
the Local Service Act, but would differ from S. 2774, which provides for guarantee 
of loans not to exceed 75 percent of the purchase price of aircraft, but which 
permits guarantee of loans for the purchase of ground cargo handling equipment 
related to the aircraft as well as for the aircraft itself. ; 

We believe it preferable for the Board not to become involved in aiding 
purchases other than for flight equipment. We say this, first, because our 
study and contacts with the industry have not developed any showing of need 
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for loans to cover purchases of this type of equipment; and, secondly, because 
we believe that difficulties of defining the types of equipment to be included 
are so extensive as to make it preferable to avoid involvement in this sort of 
detail if an alternative solution is available. It would appear to the Board 
much better to enlarge the loan eligibility for aircraft from 75 to 90 percent 
and to avoid altogether the other facet of the carriers’ equipment acquisitions. 
We feel that by raising the limit for guaranteed loans to 90 percent of the 
aircraft. purchase price the carrier’s independent financing of ground equipment 
would be facilitated. Finally, we feel that a requirement of 25 percent down- 
payment on aircraft costing $5 to $6 million may be too severe a burden on 
those small carriers who are really in need of loan guarantees and for whom 
this type of legislation is basically designed. 


TERMS OF LOAN 


We suggest loans be authorized for repayment up to 15 years, rather than 
10 years, as in S. 2774. The Board’s experience under the Local Service Loan 
Guarantee Act has been that, in the case of local service carriers, insurance 
companies have expressed preference for longer term loans and might offer 
resistance to loans which are repayable in 10 years. Discretion should be 
given the Board to make shorter term loans if desired, but we feel the program 
would work better if the 15-year option is available to the Board. 


BORROWERS’ LIABILITY 


Section 4 of S. 2774 provides that the sole recourse of the United States as 
assignee of a defaulted loan against the defaulting operator shall be limited to 
the repossession of the aircraft. The Board believes that this provision would 
put into the operator’s hand the ability to end his liability for the unpaid 
balance of the guaranteed portion of the loan simply by the abandonment of 
the aircraft to the Board. Under this provision a carrier’s maximum risk would 
be its liability to the lender on the unguaranteed 25-percent portion of the 
loan, plus the 10 percent of the purchase price which the carrier had to raise 
from other sources, or a maximum of 3214 percent of the purchase price. This 
provision has no counterpart in the local airline loan guarantee legislation or 
in the railroad equipment loan guarantee statutes, and it does not appear to 
the Board that it adequately protects the interests of the Government. The 
Board would prefer to expand the Government’s authority for compensation 
on defaulted loans in a manner consistent with business practices generally in 
effect in American business. 


PARTICIPATION BY FAA 


Section 3(a)(5) of S. 2774 requires that no guarantee shall be made unless 
the Administrator “shall have certified * * * that the guarantee shall further 
the objectives of’ the act. It does not appear to the Board that this is a 
necessary provision. If the Board has the economic and legal expertise 
sufficient to administer such a program, it would seem that the inclusion of 
the requirement that a second agency review the work of the first agency 
would only have the effect of creating duplicating staffs in the Federal Aviation 
Agency and in the Civil Aeronautics Board for the same purpose. 


DISPOSAL AUTHORITY 


We suggest omitting the provision found in 8. 2774 that during the guarantee 
period the aircraft may not be disposed of except to a U.S. certificated air 
carrier. This provision appears to be impractical and could prove a great 
burden if the aircraft proved unprofitable or if newer designs should flood 
the market. 

TRANSFER OF GOVERNMENT BUSINESS 


We favor retention of the provision requiring gradual transfer of Govern- 
ment business to private carriers but suggest it be given a form consistent 
with the Board’s legislative program, item 7, which, in outline form, has 
already been transmitted to the Congress. 
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GUARANTEE FEE 


We suggest addition of a standard for determination of the guarantee fee, 
taken from section 507 of the Interstate Commerce Act, to the effect that it is 
to cover only the anticipated administrative expenses. 


ADMINISTRATION 
We suggest addition of provisions to facilitate administration of the measure 
by the Board. 
SUMMARY 


The Board supports the principle of loan guarantee legislation for cargo 
aircraft; we support the principles of S. 2774; we would prefer to see it 
amended as I have stated above. Precise language to accomplish those amend- 


ments can be supplied separately to you if desired, or can be extracted from 
the draft of bill which I have with me. 


STATEMENT OF HON. JAMES R. DURFEE, CHAIRMAN, CIVIL 
AERONAUTICS BOARD 


Mr. Durrer. Mr. Chairman, I will not take the committee’s time 
to read my prepared statement. 

I have some supplemental remarks that I would like to present to 
the committee at this time. 

Seana al me this morning is the Director of the Bureau of 
Air Operations, Mr. Mulligan; Mr. John Adams, the Associate Direc- 
tor of the Bureau of Air Tranche and Mr. Arthur Simms, special 
counsel of the Office of General Counsel who has been assigned to 
ne. peepeniee item of air cargo. ai 

Mr. Chairman, we appear today as an agency of the Congress, the 
agency which the Congress itself has deneted to encourage and 
develop a system of air commerce designed to meet the needs of the 
domestic and foreign commerce of the United States, the postal serv- 
ice, and the national defense. 

By the act we are also required to make recommendations to the 
Congress for additional legislation to further the objectives of the 
act. 

The bill proposed, S. 2774, proposes that the purpose of the bill 
at the outset is stated to be— 


to foster the national defense, the postal service, the development of civil 
aeronautics, air commerce in the United States and abroad, and for other 
purposes by providing for Government guarantee of loans to certain air carriers 
for purchase of efficient, newly developed, modern cargo aircraft and com- 
ponents of a cargo airlift system. 

We believe that the purpose of this bill lies well within the responsi- 
bilities of the Civil Aeronautics Board in the encouragement and 
development of civil aviation. 

In making its recommendations, Mr. Chairman, the Board is—I 
believe the record is clear—the Board and the other agencies of the 
Government who will appear here in support of this bill, I have been 
informed, are following the leadership of the chairman of this com- 
mittee who, early last spring, brought this matter into sharp focus. 
Although at that time the problem had been simmering for some 
time, I think it is due to the fact that perhaps you put the burning 
glass on it, it is now at a boiling point. 
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This problem is the need for a modern and efficient cargo aircraft, 
and the need for Government. assistance in developing such an 
aircraft. 

Specitically, the Board is here today to unanimously recommend 
the enactment of guarantee loan legislation along the lines proposed 
in the chairman’s bill, and I believe it is identified, Mr. Monroney, 
for himself and Mr. Symington, as S. 2774. 

We recommend it because we believe it is needed to encourage the 
more prompt development, purchase, and introduction of more eftici- 
ent cargo aircraft, and I emphasize the word “prompt,” because that 
is the key to the urgent problem facing the committee. 

We recommend it because we think the Board and the industry 
need the further encouragement of Congress in efforts to promote 
and develop the civil air cargo business in order to provide an adequate 
system of air commerce. 

We recommend it to provide a more adequate system of air trans- 
portation for the postal service where we have been working with 
you and the Postmaster General to expand the existing carriage of 
nonpriority mail by air. 

We recommend it because we understand the development of an 
expanded modern cargo capability by both military ant commercial 
airlift is in the interest of an improved national defense. 

I do not intend to take much of the committee’s time to outline 
further beyond that statement set forth in my printed statement why 
we believe this legislation is needed. 

The simple answer, Mr. Chairman, is that the U.S. carriers cannot, 
or the great majority of them cannot, with the record of the air cargo 
business to date finance all new air cargo aircraft by themselves. 

If a modern and efficient cargo capability is to be developed, the 
Government must support that initial development. 

As far as I know, Mr. Chairman, there are only three feasible meth- 
ods that have ever been suggested for this type of development. One 
is for the Government to pay the cost of development at initial 
manufacture itself. 

Two is by subsidy, a provisions for direct subsidy of air cargo 
operations with appropriate appropriations. 

Three is for guaranteed loans which, in our opinion, is the most 
feasible method to attain the end which we are seeking here. 

As this committee knows, general attention was. focused on this 
problem last spring. I believe for use along in March or April 
through the efforts of the.chairman of this Senate committee. At 
that time the Board was able to support the general objective of the 
guaranteed loan idea on the basis of its own general experience, 
largely in the area of guaranteed loans for local service carriers 
which we have been administering since that act was passed. 

The Board was called upon to state whether such legislation was 
in fact needed. To assist us in arriving at such a conclusion, we did 
the same thing that we did in the case of guaranteed loan legislation 
for local service carriers; we called upon the industry for views. 
We invited the industry in writing every carrier who would be af- 
fected. I think a total of about 60 carriers, both orally—and_ we 
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received written comments and also oral presentation early in Sep- 
tember of last year—called upon the supplemental carriers, the trunk 
carriers, the international carriers, and the certificated all-cargo 
carriers. 

We asked them to comment on three basic points: 

1. Their need for new cargo aircraft. 

2. Their plans for financing purchase of such new aircraft if they 
had any plan. 

3. Whether they would need a Government guarantee for financing 
such as proposed by the present bill, S. 2774. 

I would hke to offer for the committee’s record copies of the written 
comments of the carriers, a copy of the transcript of the Board’s hear- 
ing, and a summary of the views of the carriers which was prepared 
by the Board’s staff.’ 

Suffice it to say, Mr. Chairman, that the great bulk of these carriers 
felt that legislation would be desirable and helpful or absolutely 
essential. 

The Board, after reviewing these comments in light of its general 
familiarity with the aireargo picture concluded that the legislation 
was essential if an efficient cargo capability was to be developed in the 
foreseeable future. 

In fact, so essential did the Board consider this legislation to be 
that the Board itself undertook to recommend such legislation in its 
1960 legislative program. : 

May we reiterate that as long ago as last September when the Board 
heard the views of the industry, the bulk of this industry felt that 
the finance orders for modern cargo aircraft Government support 
through guaranteed loans was desirable, helpful, or absolutely 
essential. 

Since then I think it is fair to say that the prospects have not im- 
proved for orders for aircraft without Government support. 

At that time one all-cargo carrier hoped to obtain a British manu- 
facturer of cargo planes, the Argus. Since then that cargo carrier 
has canceled any equipment plans and has curtailed operations. 

Two other carriers had ordered a new cargo plane of Canadian 
manufacture. The order of one of these carriers will not stand unless 
there is a material improvement in its prospects in the near future. 

Other carriers are turning increasingly to conversions of present 
passenger plane types, conversions which do not on the record hold any 
promise for any material improvement in operating costs or cargo 

rates, 

I might at this time point out that I think the basic reason for that 
is an illustration which, if I can borrow it from Mr. Quesada, and that 
is you can’t “use a pullman car—you can’t convert a pullman car into a 

boxcar and make money on it.” 

In short, since the Board obtained the views of the carriers last 


September, the situation for adequate cargo airlift has deteriorated 
and not improved. 





Copies of the written comments of the carriers and the Board’s summary of the carriers’ 
ws appear at the conclusion of Chairman Durfee’s testimony. The transcript of the 


ard’s hearing was accepted for the committee files but is not printed as a part of this 
hearing record. 
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The Board’s recommendation therefore is stronger today than it 
would have been as recently as last September, after its consultation 
with the carriers, 

The Board also believes that the history of aircargo development 
clears the reason for its unanimous support for this legislation. 

First, the aircargo business has not developed since the war, as 
everyone concerned with the business anticipated. The flying boxcar, 
so much anticipated, is still not flying. Passenger traffic, as everyone 
knows, has increased by leaps and bounds. New equipment has en- 
abled the carriers to offer faster and more efficient passenger service 
with virtually no increase in actual travel cost despite inflation. 

As a result, Mr. Chairman, the airlines have captured the greater 
share of the domestic intercity passenger market as compared with 
trains and buses, and the greater share of international travel as com- 
pared with the ocean airlines. This is what they have been able to 
do in the passenger market. There has been no similar development 
in the aircargo picture. The market has grown, and in fact the per- 
centage gains look favorable, but the appearance is entirely illusive. 

Aircargo is but an infinitesimal portion of total freight moved in 
this country or overseas. I believe that we have figures here, Mr. 
Chairman, that will establish—they are not documented—but I will 
merely state as a generalization that as aircargo in this country toda 
constitutes less than one-tenth of 1 percent of the total cargo move 
today by surface cargo carrier—in other words, if we increased this 
business 10 times within the next 2 years, it would still constitute less 
than 1 percent of the total revenue cargo-miles of the entire cargo 
moved in his country by surface transportation. 

I think if we are given this comparison as to the one-tenth of 1 
percent aircargo as a percentage of the total cargo freight and express 
movement in this country, domestic, by domestic surface carriers as a 
portion of the revenue of the airlines themselves, I think you yourself, 
Mr. Chairman—I have heard you refer to this figure—which is an 
almost complete inversion of any other forms of transportation, and 
that is for every $17 which the domestic airlines take in for passenger 
revenue, they take in $1 for cargo revenue, which is a complete inver- 
sion of all] lee forms of surface transportation of this country. 

The aircargo rates have not, however, shown the same resilience in 
the face of inflation as have passenger fares. 

To make this comparison clear, we have had a chart prepared which 
shows the slow growth of cargo traffic; the tremendous growth in 
passenger traffic. 

This chart makes it clear that so far air transportation has failed 
the cargo shipper. 

I might say to supplement this chart we have some tables here that 
I would like to offer in the record, which give the exact figures for 
each year, each class of traffic from 1950 to 1959. 

ena Monroney. That will be incorporated at this point in the 
record. 
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(The tables referred to are as follows :) 


Total industry revenue ton-miles of trafic carried by class of traffic; calendar 
years 1950 through 1958 and year ended Sept. 30, 1959 


{In thousands] 





Period Total Mail Express | Passenger 
and freight 
Cabamar Your 1OUO iy 5 is ein 5 kon Sek eck kn eee 1, 585, 009 1, 138, 626 
EN UN RE na dati anne ke adhiucanaae ee 1, 947, 342 1, 452, 379 
Gebemaar your 1008. ic cil hile Lak 2, 208, 699 1, 692, 033 
I i a 2, 489, 119 1, 948, 974 
I ne ne ea aaded 2, 743, 304 2, 194, 063 
CEE POOP TING ics inn hiccpk 3 4 hited eeddscee sad 3, 290, 197 2, 573, 781 
RI SI ga i ee ee ed 3, 794, 7 2, 924, 998 
Colenase vert 1007. 2255.55. lest cilidcckae 4, 245, 829 3, 269, 458 
I NN a 4, 326, 364 3, 326, 071 
Weer GGOG Bene: By 1000. i en on one 4, 793, 211 3, 669, 028 





Source: Carrier reports on CAB Forms 41 and 242. 


Mr. Durrer. Despite the tremendous efforts and the expenditure of 
millions of dollars poured into the air cargo business, air transporta- 
tion has been unable to develop the cargo market as it has the passenger 
market. ‘The reason for this, Mr. Chairman, is very simple. 

The rates offered are not sufficiently competitive with surface trans- 
portation. That is the reason they can’t compete. 

The second factor which we think makes the need for legislation 
clear is the results of the operations of the all-cargo carriers, as dis- 
tinguished from the trunklines, or the supplemental carriers. 

These results make it fairly apparent that air cargo has been far 
from profitable under present-day conditions. The five major all- 
cargo carriers certificated by the Board—I believe this includes one 
international all-cargo carrier—have lost close to $9 million of pri- 
vately invested capital over the past 3 years. This figure would be 
even worse if the losses from scheduled cargo operations were alone 
considered. 

The Board has endeavored to isolate the losses from scheduled all- 
cargo services from the overall results reported by these carriers. 

In 1957 this group, the all-cargo carriers, showed a loss of $9 million 
for scheduled all-cargo services as compared with a lesser loss of 
$2,182,000 for their overall operations. 

These figures make it obvious that the scheduled all-cargo operations 
are being subsidized in the case of these carriers by passenger charters, 
aircraft leases, and other activities of these carriers. 

We understand that until the decline in the rates paid for military 
business in recent years, the profits for military traffic of these carriers 
also helped to keep their overall losses down. 

The decline in military rates, continued losses from scheduled opera- 
tions, and other adverse factors have led two of our all-cargo carriers 
to suspend scheduled operations completely. 

Another has senpeicea in substantial part, and a fourth carrier is 
in what can be only described as a precarious financial condition. 

After 10 years of developmental effort, and the expenditure of mil- 
lions of dollars in private capital, this is hardly an encouraging picture 
for the future. 
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A third factor is the need which we understand exists for an ex- 
panded and modernized military cargo capability. I am sure that 
other witnesses will testify as to this need, but from what the Board 
understands there is certainly no debate as to this need for a modern 
cargo aircraft for military airlift. 

The final factor is the technological capability that now exists, which 
would arm this Nation with the kind of aircraft, the kind of cargo 
capability we are talking about, the Board has heard factual repre- 
sentation from several major U.S. aircraft manufacturers—and we 
understand that this committee will hear from these manufacturers 
also—and their presentations have made it clear to us that all that 
stands in the way of a major, tremendous breakthrough in cargo devel- 
opment is the orders that will start the production lines moving. 

We certainly are all aware that these manufacturers cannot manu- 
facture $5 million airplanes, put them in inventory and then go out 
and look for customers. They have to have firm orders with firm 
financing in a substantial amount before they can commence all-out 
production. 

In summary, Mr. Chairman, both the Board and the industry sup- 
port the need for this legislation. The record of the air cargo industry 
calls for it, and the needs of U.S. commerce and the national defense 
demand it. If this Nation is to continue its program and its leader- 
ship in air transportation, the Congress must today support the de- 
velopment of cargo air transportation as it has passenger air transpor- 
tation for the past 20 years. 

Ultimately I imagine the industry could develop without this mini- 
mal Government assistance. The commercial potential exists. The 
gradual growth apparent from the chart that I have presented will 
ultimately expand to a point where orders for new types of aircraft 
could be financed. 

The needs of the postal service, which are unfolding at a hearing 
before an examiner of the Board at the present time, as we testify 
here—the needs of the Defense Department—these needs could be 
ultimately developed to provide the potential to persuade private 
‘apital to move into all-cargo—if we want to wait that long. 

In the meantime, Mr. Chairman, I am sure this committee is familiar 
with the fact that the Canadian manufacturers are manufacturing 
the very type of aircraft we are talking about; the Canadair, this air- 
craft has been actually ordered by two U.S. all-cargo carriers with 
2 loan guaranteed by the Canadian Government. The guaranteed 
loan is to a U.S. carrier for the purchase of this type of aircraft. 

We are informed that the British Government—I am sure this is no 
secret—the British Argosy, for example, is ready for the U.S. market, 
and I think it is no secret that the Russian Government is in the 
business right now and ready to offer for sale turbopowered air cargo 
aircraft on a competitive basis. 

We are recommending this legislation, not just so it will be de- 
veloped and flown, but in order to have it developed now by American 
manufacturers to meet the needs that exist today, needs that will 
be greater in the foreseeable future. 
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This concludes my prepared statement, Mr. Chairman. 

I would like to point out that in preparing our recommendations, 
the Board’s recommendations are designed to meet the minimum needs, 
and in the printed presentation we have circulated we have commented 
on various features of the bill before the committee which we com- 
mend to the committee’s attention in writing up the final bill. 

The Board and the staff will remain available at the committee’s 
pleasure to assist in the formulation of the details of such a bill if 
this should be desired. 

Since the main problem before the committee at this time, however, 
is the need for this legislation rather than its specific details, | do 
not think it is necessary for me to go into detail at this time. 

This concludes my statement. 

Senator Monroney. Thank you very much, Mr. Chairman, for 
the preparation of the data that you gave us, and for your excellent 
review of the need for an all-cargo plane, and, also, the work you 
are doing to call our attention to the need for development of a 
supersonic transport plane. 

i other words, I think what you are doing is inviting the attention 
of the Congress and of America to the fact that we may be in danger 
of losing our preeminent position in world aviation. For example, 
the situation we face competitively from Russia is a completely sub- 
sidized Government operation, making and manufacturing huge 
transport planes, and endeavoring very avidly to secure a large share 
of the world market on this type of plane. 

This is a wholly subsidized Government operation, evidently with 
purposes in mind to tie the air commerce of the world, if they can, 
to Teneo Tupelo planes. Also, we appreciate the fact that 
you called our attention, in the letter to the full committee and the 
committee chairman, Senator Magnuson, to the fact they are now at 
work on a supersonic transport and that our other principal com- 
petitor for world air commerce, Great Britain, has just authorized 
the merger of practically all of their airframe companies and are 
about to initiate a program with Government funds to go forward in 
the development of the supersonic passenger plane. 

Thus, we face an extremely dangerous competitive position, if this 
Government sits idly by and does not concern itself with our progress 
in the development of modern aircraft, both cargo and passenger. 
Would you say that is a correct statement ? 

Mr. Durrrr. That is—yes, sir. 

Senator Monroney. You mention the fact that the only modern 
plane now made for a low-cost per ton-mile operation in all cargo 
transportation is the Canadair which is made in Canada by an Amer- 
ican company. 

Mr. Durrer. It is the only one being manufactured on the North 
American Continent. Orders have been taken, financing has been 
secured and the airplane is actually being manufactured; yes, sir. 

Senator Monroney. In other words, is it not a fact that operators 
today can get favorable terms by buying the Canadian plane which 
they cannot procure under similar terms from the aircraft companies 
in this country ? 
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Mr. Durrer. I would assume the Canadian Government and the 
manufacturer of this airplane would at least make the same efforts 
to expand their market that they have made with the carriers with 
whom they have already concluded the contracts. 

Senator Monroney. As I understand, this plane is alleged to have 
a direct operating cost of about 5 cents per ton-mile. 

Mr. Mutuiean. Yes. 

Mr. Durres. I believe that is the representation of the manufac- 
turer. 

Senator Monroney. This is a representation that has been made 
to the members of this committee—it would mean a rate of between 
9 and 10 cents per ton-mile to the customer? 

Mr. Durree. That is right; yes, sir. 

Senator Monronery. The going rate on the type of mixed cargo 
aircraft which we have today is in the range of about 23 cents a 
ton-mile, is it not? 

Mr. Durrese. Between 21 and 23; yes, sir. 

Senator Monroney. So at least this will cut in half the rates pos- 
sible on aircargo and perhaps even do better than that in the average 
type of cargo. 

Mr. Durree. Yes, sir. 

Senator Monroney. Do you know any airframe manufacturer to- 
day that has expressed a willingness to go forward and develop a 
modern cargo aircraft without some type of Government help, either 
through Government paying the developmental and engineering 
costs, or aiding in some way through the extension of long-term 
payouts ¢ 

Mr. Durreg. Mr. Chairman, I know of none. I think I stated, I 
think it is axiomatic in this business that no aircraft manufacturer 
is going to manufacture the airplane until he has got the orders and 
that there is firm financing for these orders and the great majority 
of the U.S. carriers today have expressed themselves in hearings be- 
fore the Board that they would be unable to secure this financing 
without some form of Government support. 

Senator Corron. You just said—thank you, Mr. Chairman—you 
just said that no airplane manufacturer today is going to go into 
production of the plane until he has the backlog of orders that 
justify it. 

Is it true also of the designing and perfecting of the plane? No 
airplane manufacturer is going to do research and the designing and 
the planning of a plane until he sees the actual orders ahead, is that 
true also? 

Mr. Durrer. I believe, Senator, that several of our aircraft manu- 
facturers in this country have already done considerable research. I 
believe that one could characterize the actual design problem as per- 
haps being in a preliminary stage. There has been considerable prog- 
ress that has been made in this direction already by U.S. aircraft 
manufacturers. We are not just walking into a completely new 
situation. 

Senator Corron. I am very much 
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Mr. Durreer. I believe they would be prepared to testify here as 
to just how far they have gone. We have conferred with them 
ourselves. 

Senator Corron. I am somewhat comforted to hear you say that 
because it seemed to me your rather challenging and startling evi- 
dence about what is happening with Russia and Great Britain pro- 
ducing these planes, and we being outdistanced, discourages one 
completely in this matter of how much the free enterprise system, of 
which I am a great upholder, because I have traveled around this 
country and have seen some of these mighty air plants, and seen 
something of the profits and the stupendous cooperation and help 
that the manufacturers have been getting from the Government in 
military aircraft, and if a thriving industry of that kind, that is 
fattening on Federal profits, leaves us defenseless and outdistanced 
in competition, why then we better start to reappraise our whole 
situation. 

Is there something to that? It disturbs me greatly and I am 
looking forward with eager anticipation to hear what these manufac- 
turers are going to say when they come in and call for some more 
Government crutches. 

That is a speech, I suppose; you probably don’t want to comment 
on it, but it alarms me. 

While you are here before us, having great confidence in you, I 
would be glad for any more words of comfort you can give us. You 
have already helped a little. 

Mr. Durree. I think, Senator, that as a part of the free enterprise 
system as presently envisioned in this country the history of this 
country in the development of the free enterprise system, of which 
we are so pround, is replete with instances where the initial stimulus 
in many cases has been provided by Government support. 

I think this is a part of the free enterprise system, as we under- 
stand it in this country. 

Senator Corron. There has been quite a bit of stimulus, hasn’t 
there, in the Government support—necessary support of developing 
aircraft for military purposes, developments which were immediately 
seized upon and utilized for civilian purposes. 

Mr. Durree. That is correct; yes, sir. 

Senator Monrongy. May [ interject here? 

This is fine if you are the company that is fortunate enough to 
have a military contract for research and development, and the 
production of a large number of military planes which, with little 
change, can be converted into passenger use. We have this example 
now in the present-day commercial jets where one company, to their 
great credit, succeeded in securing from the military the research 
and development funds and the large-scale production of that type 
of plane. 

Their two principal competitors did not have such assistance. 
Therefore, in order to develop a competing plane, in order to stay 
in business under the free enterprise system, they had to go severely 
into debt to bring out a competitive plane. I may say that they are 











22 LOANS TO CERTAIN AIR CARRIERS 


not’ about ready to go under any more strain. This has taken a 
great deal of the assets and the capital that had accumulated through 
a long period of profitable construction. 

Furthermore, that the wealth of many of these companies is not 
being produced today by airframe manufacture because of the small 
number of orders and the high cost of research and development, 
but rather lies in the missile field. If we expect them to remain 
in a competitive position in the airframe field while they can make 
better money in missiles, then we had better abandon the idea of 
man-piloted aircraft and get ready for our passengers to travel 
throughout outer space in guided missile systems. 

Therefore, I do think the Board is presenting a very important 
view that may be in the turning point in our whole aviation industry. 
I am concerned because 3 years ago you would see nearly 100 percent 
of the planes used by world airlines on European and Asian fields, 
all American made. Today you are lucky when you can find 50 per- 
cent of them that are American made. In many cases, I am told by the 
operators, they are buying planes made in other countries because 
these countries are able to help them finance over a period of 5, 7, or 
10 years, when they must have a sight draft attached and be able 
to pay cash on the barrelhead when they get the plane off the line 
from an American manufacturer. 

They do not have the capital any more than their counterparts in 
England or France have. But their governments have and, as the 
Canadian Government, have, assisted in the financing arrangements. 

Senator Corron. Aid to the manufacturer ? 

Senator Monroney. Aid to the manufacturer in carrying the ac- 
counts; that is, in financing the purchase of the plane. 

This bill does not directly aid the manufacturers; it does not sub- 
sidize the plane: it merely extends the loan guarantee principle which 
I fee] is the most practical and one that would bring the Government 
out with the minimum risk and perhaps at no additional cost. 

Certainly, it is hard for me to explain to American carriers why we 
can finance the purchase of a $5 million 707 jet or a DC-8 or a Con- 
vair jet if we sell it to Japan airlines, or any foreign airline, through 
the Export-Import Bank on a long-term payout, and why, because 
they are American operators, they are denied any kind of financial 
arrangements that would help them acquire these planes. 

I do not disapprove of the Export-Import Bank’s operation abroad 
in this regard, but it is a little hard to meet the complaint. of our own 
airlines that they are denied the terms available to foreign airlines for 
an American-made product. 

Senator Corron. Mr. Chairman, I didn’t mean to precipitate an in- 
terruption here in your questioning. 

Senator Monroney. You go ahead. 

Senator Corron. I won’t go ahead. I will wait until you are 
through, but may I on behalf of Senator Schoeppel, who was unavoid- 
ably detained, may I ask that these exhibits he has be inserted in the 
record following the exhibits inserted by Chairman Durfee ? 

Senator Monroney. Yes, sir. 

Senator Encie. What are they ? 
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Senator Corron. I don’t know what they are. They were handed 
to me as exhibits. 

Senator Monroney. You alluded to the success that the Board has 
had under the local-service aircraft procurement guarantee program. 
Would you brief that out for the committee ? 

Mr. Durrer. Yes, Mr. Chairman. 

That legislation was enacted in 1957 upon recommendation by the 
Board; this was a part of our legislative program, guaranteed loans 
for local service carriers for the purchase of new equipment. 

We represented to the Congress, in presenting this legislation, the 
local service carriers could not ever hope to make any substantial im- 
provement in their subsidy picture without an improvement in several] 
areas, one principal area being in the area of new equipment. 

For that purpose the Congress agreed with the position taken by 
the Board and enacted the guaranteed loan legislation which provided 
a maximum loan of $5 million to any single carrier, with a 90-percent 
guarantee of a 90-percent loan over a 10-year period. 

Since 1957, 9 carriers have been granted 9 loans for the purchase 
of a total of 43 new type aircraft. The total amount of the loans 
guaranteed to January 18, 1960, under this program was $22,598,000 
for the purchase of 43 new aircraft. 

We presently have pending applications for 5 loans for a total 
of about $6 million and the purchase of 25 aircraft. These loans 
carry a rate of interest at 514 percent. 

Prior to the enactment of this legislation, the Board made the 
same survey that we have made in this case, and the carriers them- 
selves, as to the need for this type of guaranted loan legislation. 

In that case, the carriers, all of the 13 local service carriers, and 
I think the helicopter operators later, were unanimous in supporting 
this legislation. 

It was enacted. We certainly can state that if this legislation 
had not. been enacted, many of the investment houses who provided 
this $22,598,000 in capital would not have made the loans. 

In fact, the Board is required to find in that act, as we are required 
to find in your bill, that without this type of Government assistance 
the required investment could not be obtained by the particular car- 
rier Which is provided the loan. 

Senator Monroney. Let me get this straight for the record, Mr. 
Chairman. This money does not come from the Government. We 
do not buy the planes. We do not put up the money. It is loaned 
by private investors with the guarantee behind that loan similar 
to the guarantee you might say generally of the Federal Housing 
Administration on a house. The security of the plane is the security 
behind this loan that is guaranteed with the Government’s endorse- 
ment of 90 percent of the unpaid balance; is that correct? 

Mr. Durrer. That is correct; yes, sir. 

Senator Monronry. Have you had any defaults in this program? 

Mr. Durrer. No, sir. 

_ Senator Monroney. Would you say that it is reasonably current 
in the loan payouts that have been made to these companies? 
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Mr. Durree. Yes, sir. 

Senator Monronry. To these small and very underfinanced block 
of carriers? 

Mr. Durrer. As far as I know, it is completely current. 

Senator Monroney. You would say your etpemence with this type 
of loan, having been in operation for about 2 years, that from all 
prospects the ‘Government’s liability or cost in this program will 
be negligible if any loss at: all? 

Mr. Durreg. I would make that statement; yes, sir. I would agree 
with that, Mr. Chairman. 

Senator Monroney. You also charge a slight fee for the service the 
CAB gives in guaranteeing this, do you not 

Mr. Durrer. That is for administrative cost; yes, sir. 

Senator Monroney. How much is that fee? 

Mr. Mouuiean. Mr. Chairman, it is 0.375 percent of the outstanding 
balance of the loan. 

Actually, during fiscal year 1959 we collected $14,309. During the 
fiscal year 1960, to date, $38,600. 

By the end of the current fiscal year, we estimate that the fees 
received in the aggregate will have covered our administrative costs. 

Senator Monronry. Would you say that by this Government guar- 
antee the carriers are able to borrow money at.a reduced interest rate? 

Mr. Durrer. Thatistrue. I think none of these carriers could have 
obtained a rate of interest at an average rate of 514 percent on a 
10-year loan without this Government guarantee behind it. 

Senator Monroney. The money market would likely be 10 percent 
without the Government security ¢ 

Mr. Durrer. I am not in the investment business, Mr. Chairman. 
I don’t know whether it would be 10 or 8, but it would be more than 
514;I am sure of that. 

Senator Monroney. Thank you for giving us that briefing. 

I would like to recognize the junior Senator from California for 
any questions he may have. 

Senator Enere. Right on that point, I am assuming you are re- 
ferring to the act passed. in 1957 which permitted the loan guarantee 
program to assist the local service carriers; is that right ? 

Mr. Durrer. Yes, sir. 

Senator Ena. I observe that there have been six loans, is that 
correct, under that program ? 

Mr. Durfee. Nine loans. 

Senator Enete. I have a list of six here. I observed, too, that in 
fiscal 1957 Bonanza had a true subsidy of $1.2 million. 

In 1960 the subsidy is $3.45 million, with an increase of 157.5 per- 
cent; that Frontier had a subsidy i in 1957 of 83.5. Itis now $6.5 million, 
which is an increase of 152 percent ; that North Central, Ozark, Pacific, 
and Piedmont, all had a subsidy program in 1957 in the followi ing 
order: 2.1, 2.7, 2.0, and 2.4, and in 1960 their subsidy increased from 
those figures in order to 6.2, 4.1, 2.8, and 4.2 for an increase percent- 
agewise of 195, 51.9, 40, and 75 percent. 
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In other words, it appears that these companies that got the loans 
got their subsidies increased by very large amounts between 1957 and 
1960, which raises the question as to whether or not the increased 
subsidies aren’t in fact financing the loan. 

Are you aware of those figures ? 

Mr. Durrer. Yes, sir. 

Senator Enexte. How do you explain it? 

Mr. Dvurrer. May I first offer for the record an analysis by the Civil 
Aeronautics Board of the nine pending loans by the nine carriers to 
which I referred. 

Senator Monroney. That will be included in the record. 

(The document referred to is as follows :) 
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Mr. Durrer. Senator, to go back to your question. 

Senator Eneir. Here these people got a guaranteed loan, all of a 
sudden their subsidy jumped. 

Mr. Durrer. I believe if this committee desires this information 
in tabular form, we can establish these new aircraft which have been 
purchased under this guaranteed loan program have not been the 
cause of the increase in subsidy. It was not the purchase of these 
new aircraft. 

These new aircraft, I think we can establish by statistical tables the 
load factors which these new aircraft have uniformly attracted is 
considerably higher than the old DC-3, which we hope to replace. 

The operating direct cost per passenger-mile, route-mile, seat-mile, 
ton-mile, any way you measure it, has gone down for this new type 
of aircraft. 

I believe, Senator, that we can establish to anyone’s satisfaction, 
through statistical analysis, that the greater part of the increase in 
subsidy of these carriers in the percentages which you have referred 
to since 1957, has been an increase not in the cost of operation but an 
increase in the service provided to the public. 

Since 1957, the Civil Aeronautics Board, in a series of hearings in 
consolidated local service area cases, starting with the Seven States 
Area case, has substantially increased the service to be provided by 
each of these carriers, in each of the areas in the United States. 
There has been substantial expansion of their route certifications 
and substantial expansion in their operations in passenger-miles and 
route-miles, which has been authorized by the Board. 

May I say, sir, this has been done on the basis of a care- 
fully examined record in hearings before the Board and in which I 
think the Board was at least in part persuaded by the emphatic repre- 
sentations of Members of the Congress, of the House and the Senate, 
in almost every one of these cases, representing their constituencies 
in almost every State and congressional district. This expansion of 
service which the Board has provided, and which has certainly in 
major part accounted for the increase in subsidy, was required in the 
public interest in every one of these areas. 

To pinpoint an answer to your question, Senator, I do not think 
you can say that the increase in subsidy has been due to the guaran- 
teed loan program and the purchase of these aircraft. It has been 
due in part to increased costs of operation, by inflation, increased 
costs of labor, and increased costs of materials for maintenance. It 
has been due to the expansion of route programs which these carriers 
have had to integrate. It has been due perhaps to the fact they had 
to train maintenance personnel, which takes time, during the phase in 
of these new aircraft. 

Finally, and most important, it has been due to a tremendous ex- 
pansion in the quantity and quantum of the service provided the pub- 
lic by the local service carriers. 

Senator Enetz. They moved to Convairs and Martins, primarily; 
did they not? 

Mr. Dourrer. Sir? 

Senstor Enoie. They moved to Convairs and Martins; did they 
not ¢ 


2 ETRE RE Ra em ee 


—————— 


EERSTE 


of a 


ition 
been 
1 the 
these 


s the 
ed is 
2. 

mile, 
type 


‘tion, 
se in 
arred 
ut an 


gs in 
‘tates 
‘d by 
tates. 
tions 
3 and 


care- 
ich I 
epre- 
nate, 
ncies 
on of 
ly in 
n the 


think 
aran- 
- been 
eased 
— 
rriers 
vy had 
ase in 


IS @X- 


» pub- 


arily ; 


| they 


SS SaaS 


oe 


LOANS TO CERTAIN AIR CARRIERS 29 


Mr. Durrer. Primarily the F-27. The 9 loans, 28 F-27’s, 10 340 
Convairs, and 5 helicopters. 

Senator Eneie. Yes. 

I understood, when that act was passed in 1957, the purpose of it 
was to encourage the creation of a new type of airplane that would 
radically reduce the flight costs and thereby reducing or eliminating 
the feeder-line subsidies. 

Now if that was the rationale of the act, the exact reverse has 
occurred. 

Mr. Durrer. Oh, I think the F-27 was certainly a new type of air- 
craft. I do not know of any carrier that had bought an F-27 and 
was actually in operation at the time in 1957 when “this guaranteed- 
loan legislation was adopted. 

Twenty-eight of these 43 aircraft are F-27’s. The five helicopters 
that guaranteed loans were provided for. 

Senator Eneie. When did they put the F—-27 in operation ¢ 

Mr. Durrer. Following 1957, when the cae loan went into 
operation. 

Senator Eneir. It was under development and practically in the 
works all the time. 

I was very interested in the insert that Senator Schoeppel pro- 
vided, which was admitted in the record by the chairman. 

Mr. Durresr. I have not seen that. 

Senator Eneite. What he does, he lists the carriers which have 
suid they do not need or would not use, or they oppose guaranteed 
loans. fle quotes from their statements which were submitted, I 
take it, to you, sir, because American’s letter for instance is August 
25,1959, addressed to Chairman Durfee. 

That is from American. There is Aaxico, Capital, Continental, 
Eastern, Flying Tigers, Northeast, Pan American, and Panagra, 
Riddle, TW A, and United, a total of 14 carriers, all of whom say that 
they either do not need or would not use or would oppose guaranteed 
loans. 

How do you reconcile that with your prepared statement that the 
industry supports this program ? 

Senator Monroney. For purposes of the record I call attention to 
appendix 1 of Mr. Durfee’s statement, which was inserted as he 
started, which breaks that down, and it does not quite follow that 
they were absolutely opposed to this according to this outline in the 
appendix. Some of them were violently opposed. Some of them 
said they did not wish it for themselves, but they saw no objection. 

Mr. Durrer. Mr. Chairman, may I just refer. 

Senator Encie. I am just asking how you explain it. 

Mr. Durrre. Sir? 

Senator Eneie. I am asking how you explain it in the light of the 
statement you made, Mr. C hairman. 

Mr. Durrer. I am rather surprised to see that 14 carriers were 
—. to this legislation, or at least indifferent to it. 

enator Enein. That is right, I did not say opposed. 

Mr. Durree. I would say, Mr. C thairman, from the analysis which 
our staff has prepared, and which is a part of the information we 
have submitted as an appendix to my statement—I refer to page 9 
of that appendix—we have listed the carriers which favor a Govern- 
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ment loan-guarantee program, and we have classified them according | 


to carriers “favoring the program and carriers which have said they 
have to have it. 

Senator Monroney. I think if the distinguished chairman would 
permit this to be placed in the record, he might just read this appen- 
dix 1 so the whole thing will be clear to those who are following these 
hearings. 

Senator Corron. Mr. Chairman, may I just off the record raise 
one point perhaps at this point. 

(Further discussion off the record.) 

Senator Monroney. I will say the full letters from all of the com- 
panies have been introduced into the record already, so we have the 
full letters, but we do not have those following the hearings and the 
chairman has not seen these letters. I think it would make a more 
orderly presentation if we would allow Mr. Durfee at this point to 
read the summary of the letters. Then Mr. Schoeppel, when he comes, 
and is able to be here, could focus on the points of disagreement, if 
any, with this appendix 1 that the chairman has introduced for the 
record. 

Senator Corron. I am agreeable to that. 

Mr. Durree. Mr. Chairman, we have two types of carrier comments. 
As I said, the Board sent out requests, I believe, to a total of 60 car- 
riers, to all of the trunk line carriers, to all of the aircargo carriers, 
the international carr iers, and to the supplemental carriers which at 
the present time at least in domestic commerce are limited certificated 

carriers. A total of about 60 requests were sent out asking whether 
there was a need for this type of aircraft, asking what type ‘of finane- 

ing, if any, they planned for the purchase of such aircraft, and fin: ally, 
whether there was a need for guaranteed loan legislation such as is 
proposed in your bill. 

We refer first by way of summary to page 9 of this appendix. 
The following parties seem gener ally to favor Government-loan 
guaranteed program. This was an analysis by our own staff of the 


comments, either written by letter or presented orally in the hearing | 


by the Board in September—I believe September 1 of last year. 
Favoring Aaxico Airlines; ASA International Airlines; Capital Air- 
lines, which both wrote and commented orally; Continental Airlines 
wrote and commented orally; National Airlines, which we have not 
listed, did say they supported the entire program. This came in 
after the first of September, I think, on the 8th, National Airlines 


merely said they supported the entire program. I believe by that | 


they meant they supported the program for defense, the assignment 
of more defense cargo airlift to commercial carriers, the expansion 
of airmail in the aircargo field by the establishment of nonpriority 
mail movement by the Post Office Department, and finally the guaran- 
teed loan program. The Independent Airlines Association, repre- 
sented by Mr. Burwell, Mr. Clayton Burwell, who I believe repre- 
sented 21 supplemental air carriers. Mohawk Airlines, Northeast 
Airlines—their position was not exact. We have analyzed that, but 
I think it can be said as favoring this legislation. Northwest <Air- 
lines, both in writing and orally. Riddle Airlines, Seaboard, and 
Western. Slick Airways, both in writing and orally. Southern Air 
Transport. Trans-Caribbean. TWA. 
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Now, including the 21 independent supplemental carriers repre- 
sented by Mr. Burwell, the Independent Airlines Association who 
advised us he spoke with 21 carriers, makes a total of 34 carriers 
who supported this legislation. 

I think I pointed out, Senator, that this support varied in degree, 
but I think it is safe to say that every one of these carriers said 
they would favor legislation. 

Senator Ener. Well, Senator Schoeppel had a list of five, plus 
the supplementals. 

Mr. Durrer. Sir! 

Senator EneLr. Senator Schoeppel in his offer, which was offered 
here in evidence—has it been withdrawn? I stepped out. 

Senator Monronry. Yes, he was unable to be here so it is with- 
drawn. We will present it later. 

Mr. Durrer. I have not seen Senator Schoppel’s analysis. I am 
attempting to give you our analysis. 

The following seem to oppose such program: American Airlines, 
in writing and by verbal presentation; Braniff Airways, Eastern Air- 
lines, although I can say their position was not exactly interpreted 
as being in opposition; Flying Tigers, which I might say is the carrier 
that has already bought Can: idairs with the Canadian Government 
guarantee, so I think it is quite obvious they do not feel they need 
this legislation. They got theirs from Canada. 

Pan American, which I think we can say is opposed, from a fair 
analysis. 

That is five carriers which we list as in opposition to this program. 

Senator Corron. May I interpolate there so there may not be any 
misunderstanding—and Mr. Durfee, you are handicapped as the rest 
of us are because you have not looked at this. Senator Schoeppel, I 
think it should be clear, does not indicate all these carriers were 
in opposition. He heads his list by saying ‘*Carriers which have said 
they do not need, would not use, or oppose.” In other words, he 
indicates some simply say they do not need them, some simply say they 
will not use them, and others say they are in opposition. I want to 
make that clear. He was not alleging that all of these were in 
opposition. 

Mr. Durrer. The carriers which we interpreted as being essentially 
neutral on this, neither for nor against, were Delta, Panagra, and 
United Air Lines. 

If the committee wishes to refer to pages 1 to 9 of the appendix 
attached to my written prepared statement, I believe that you will 
find an analysis, a brief analysis of the comments of each of the 
carriers who appeared, either by written comment or by oral comment, 
showing their position. The communications which they sent are 
offered for the record and the transcript of the hearing is offered for 
the record. 

Senator Monroney. Could I suggest that if any carrier feels the 
summary contained in pages 1 to 9 is not a fair summary of their 
position, that we welcome a correction of that at any time, and we 
could thus save perhaps some of the committee's time and the witness’ 
time in going through this list ? 

Mr. Durree. Yes, sir. 
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I think, Senator Engle, if we were to take the five carriers who 
oppose this program, which are, I believe, the largest carriers in this 
group, except for TW A—these five carr iers—according to an analysis 
which we made of the total ton-miles of aircargo which they carried 
according to the last figures we were able to c carry about 45 
percent of the total aircargo presently being transported both domestic 
and international. 

Senator Enere. There is a further reference, Mr. Durfee, to the 
exhibit offered by Senator Schoeppel. 

He adds this comment with reference to the carriers which claim 
they need guaranteed loans—that is the heading of his exhibit—he 
gives these percentages: Aerovias, 1.6 pet reent—this is the totals of the 
airfreight ‘arriers in scheduled service by the United States, domestic 
and international carriers—1.6. National, 1.4. Northwest, 3.9. Re- 
sort, zero, although they carried 6.6 of freight carried in nonscheduled 
operations. Seaboard, 2.7. 

Now, supplementals are not included in this, and I do not know 
what they carried except perhaps Government cargo under contract 
with the Government. 

But on the basis of these figures, of those who asked for or were 
supporting, according to Senator Schoeppel’s statement, the guar- 
anteed loan program carried less than 10 percent of the air cargo. In 
other words, the tail was wagging the dog here, it looks like to me. 

Mr. Dvurrer. Senator, I have not had an opportunity to examine 
Senator Schoeppel’s analysis. 

The Board has presented its analysis of the position taken by these 
carriers. On the basis of our analysis—I cannot comment on Sena- 
tor Schoeppel’s analysis, because I have not even had an opportunity 
to look at it, but I say on the basis of our analysis, the analysis of our 
staff and the Board, as to the number of carriers who favored and 
the number of carriers who opposed, and the number of carriers who 
were neutral, that the number of carriers who opposed represent about 

45 percent of the domestic cargo market. This depends on whose 
analysis you are using, as to wh opposes, This is our analysis. I 
am not prepared at this time to discuss Senator Schoeppel’s analysis 
because I have not even seen it. 

Senator Monroney. Is it not the fact that the carriage of cargo is 
relatively such a small proportion of the operation of our airline 
that, though the case is almost made, unless something is done we 
will never reach the breakthrough on movement of large quantities 
of cargo by air. Those who are large enough and well financed 
enough to get the modern cargo plane have not done so. There is no 
domestic manufacturer ready to go forward with production. There- 
fore, we could stay on the present limited amount of cargo and creep 
ahead maybe in the next 30 or 40 years. It isa competitive situation 
where less well fixed airlines under the free competitive system we 
have in America could go out and develop large amounts of freight 
with an economically operated aircraft; if this could be done, perhaps 
a breakthrough in air cargo movement within 5 years could be real- 
ized. 

Mr. Durrer. Well, that is a fact. It might be significant to point 
out, Mr. Chairman, that of the five carriers ; who we say have opposed 
the guaranteed loan program, the five carriers whom I have listed 
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as opposing this program, as far as I know, not one of these carriers 
has exhibited any great interest in acquiring, and at least so far as 
I know they have not made any contracts for the purchase of, new 
turbine-powered air-cargo aircraft we are talking about, except Fly- 
ing Tigers, which has already concluded a purchase, as I say, of a 
plane of Canadian manufacture, with a loan guaranteed by the 
Canadian Government. 

Senator Eneir. Did the American Bankers Association appear and 
testify at all or make any statement ? 

Mr. Durrer. No, sir. 

Senator Eneue. Is my information incorrect that they have stated 
that adequate financing will be available without the necessity of a 
Government-gu: aranteed nee 

Mr. Durrer. If they have, I do not know about that, Senator. 

All I know is that the carriers who appeared before us were asked 
to state whether they had made efforts to secure financing, and they 
represented in each case that they would be unable to obtain this 
financing. 

I can say, sir, that in the guaranteed loan for local service carriers 
this pr oblem was ver Vv exhaustively gone into, and I can say, I think— 
I do not recall that there was any ‘opposition at that time from the 
American Bankers Association. 

Senator Ener. I am referring to this proposal, not the one of 1957. 

Mr. Durrer. I do not know of any information that we have in our 
possession of any such representation. 

Senator Encie. Now a great many of these prop-jet driven jobs, the 
Douglas and the Connies, are presently being obsoleted by turbojets 
and jets. 

I understand that those airplanes, many of them in good shape, are 
obsoleted by the companies and then they are taken on a leased basis 
to haul cargo. 

For instance, I understand that this past year a great many of those 
airplanes were used to bid on the MATS business, or the MATS set- 
aside, which was around $80 million, and the cargo carriers, such as 
Flying Tigers, did not even get a sniff of it because they could not 
possibly bid against the kind of arr angement that those operators 
could make, pic cking up on a rental basis or leased basis those obsoleted 
airplanes. 

What concerns me about the situation is this: That the Federal 
Government will go into a loan program, vastly expanding the air- 
cargo situation from the standpoint of available equipment at the time 
we are going to have the market. flooded with obsolete Connies, that 
is, for commercial traflic, obsolete for commercial traffic, and, say, 
DC-6’s and DC-6B’s. 

With a whole raft of those airplanes sitting around waiting to haul 
something, what concerns me is what is going to happen to these new 
cargo airplanes! We are going to have a surplus of older airplanes 
sitting around that can outbid everybody. 

Is that not a distinct possibility ¢ 

Mr. Durrer. I think it is a possibility that we may have a surplus 
of obsolete airplanes, yes, sir; but we will not have a surplus of modern 
aircraft. 
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These airplanes will never be able to tap this market, Senator, 
Potential air-cargo market will never be absorbed by DC-7’s, DC—6’s, 
and Constellations and operated at a direct rate on an operating cost 
of 22 centsa mile. It just cannot be done. 

The tremendous expansion in air cargo which must be accomplished 
in this country has got to be done by an expansion in this new type 
of aircraft. 

If, in this process, we do accumulate obsolete aircraft surplus, that 
is one of the prices, I guess, of evolution in aviation that this country 
will have to face. 

Senator Eneue. I know this: When the bids went up on Govern- 
ment cargo flights, the regular freight carriers simply could not com- 
pete pricewise. We are talking about the costs. And they got beat 
on the bids this last year. 

Mr. Durree. Senator, as I say—— 

Senator Eneue. In fact I understand one outfit got $25 million of it 
all in one chunk. 

Mr. Durrer. May I say in this area, the Holifield Committee on 
Government Operations in the House went into this in extenso, as to 
the procurement practices of the Department of — and spe- 
cifically MATS, in acquiring airlift from commercial carriers by 
competitive bidding. 

This is an area which I think the committee’s report summarized 
very well what the Board has been trying to do to eliminate this dis- 
astrous area of cutthroat competitive bidding which has been going 
on in the past. 

We have worked with the FAA. We have worked with the De- 
partment of Defense. We have worked with MATS. 

We worked for 2 years. I am not going to go into that in entenso. 
I think the report of the House Committee on Government Operations 
issued last year, the Holifield committee, well summ: Wrizes what the 
Board has tried to do to eliminate this situation and, Senator, I hope 
this year we will come to a breakthrough to eliminate that situation 
which has been disastrous for this industry. 

As I had pointed out, four of the existing air-cargo operators today, 
two of them have suspended operations, one has curtailed operations, 
and one is in what I would call a very precarious financial position. 

If we are to go on with obsolete cargo aircraft and compet itive bid- 
ding, Senator, I would agree we certainly are not going to expand 
the air-cargo market. 

Senator Enere. Well, it boils down to this: That you are either 
going to have to put a minimum rate in for air cargo or you are go- 
ing to have to let these fellows bid, and I can see the Congress not 
being too happy about paying a higher rate than is bid in the open 
market, whether it is bid with Connies that have been shucked off, be- 
cause they have been replaced by DC-8’s or 707’s. The thing that 
concerns me is that this measure comes along just at a time when we 
are obsoleting for passenger purposes a great ‘number of air planes that 

‘an be thrown into this « cargo market and we will end up with a 
bunch of brand-spanking new cargo planes, purchased by companies 
under a guaranteed-loan program, that will go broke because they 
cannot compete unless a floor is put under the price. 
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That is the thing that concerns me about it. 

I would like to ask you how you are going to avoid it. We saw it 
happen. this last year and, in my opinion, more of these DC-7’s, 
DC-6B’s, and Connies are going to be available out here in these lease 

ools. What are you going to do, tell them to junk them ? 

Mr. Durer. Senator, in the first place the minimum rate which 
you state is a position which the Board—a minimum floor on com- 
petitive bidding, a minimum economic direct cost, below which any 
carrier would be actually engaging in cutthroat competitive bidding, 
has been advocated by the Board. 

I think the report of the House committee, the Holifield committee, 
endorsed the Board for that position. I think we took a sound 
economic position that if this course of cutthroat—I say “eutthroat”— 
competitive bidding is to continue, it will be disastrous for every car- 
rier in this country. 

Now as to your question as to what will happen to the new air- 
planes. We have referred, Senator, to the fact that at the present 
time out of the total cargo carried in this country by surface carriers, 
air cargo in terms of ton-miles constitutes one-tenth less than one-tenth 
of 1 percent of that total movement. 

In other words, we have said that if you multiphed the present air 
cargo by 10 times—10 times—you would have less than 1 percent of 
the tot: al cargo being moved by surface carriers 

It is in that area of expansion, Senator, that we believe that. these 
new aircraft—and these new aircraft are the only aircraft that can do 
it—can produce as much as 10 times the present volume. 

We say they are the only aircraft that can do it, because they are 
the only aircraft, at least from the analysis we have made, that can 
go into this market and compete on rates with surface carriers which 
would substantially increase their air-cargo market. You cannot ex- 
pand the air-cargo market with aircraft which you have properly re- 
ferred to as obsolete in air cargo. 

Senator Enexe. I did not refer to them as obsolete in air cargo. | 
referred to them as obsolete from the standpoint of passenger traflic. 

[ cannot follow you in your arguments. They have a whole cluster 
of Connies and DC-6B’s, and DC-7’s sitting around in pools. As I 
understand, these operators go out and they “undertake to lease them. 

Those airplanes have been depreciated out. The capital cost on 
them is absolutely down to a minimum. And so without having to 
face the problems of capitalization on those airplanes, and the de- 
preciation, they step into the market on air cargo and they just bid 
the pants off of the major air-cargo carriers in the Nation and cut the 
rates. 

You say we cannot compete with surface transportation until such 
time as we get the rate down. Well, they are sure getting the rate 
down. They are putting everybody out of business who is not oper- 
ating with wholly depreciated aircraft. It is good enough with its 
four engines and all to carry this cargo. 

So when you say you have to get the rate down, these fellows are 
sure getting it down. 

_Mr. Durrer. They are getting it down for military transportation, 
sir. 
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Senator Enexie. I know, but a big chunk of it is right there. What 
occurs to me is that if the Government underwrites these loans, then 
the Government is going to have to see that the business is available 
for those airplanes to amortize this capital investment, and to operate 
those airplanes at a reasonable profit. 

I can see the time when the MATS business, or MATS itself will be 
tossed out in order to place that business with civilian aircraft in 
order to protect the Government’s loan position behind these new 
airplanes. 

Can you see any way out of it ? 

Mr. Durrer. Senator, I would say that if the Government. will 
enable the carriers to buy this new type of aircraft, and companies 
who are operating this type of aircraft moved into the area—with the 
new rates which they can offer on the projection of costs on this 
type of aircraft—if they move in to any market, the defense market, 
or any other market, as this supply of new aircraft increases, I 
think they can compete with any carrier on any basis who is using 
DC-6’s, DC-7’s, or Constellations, on a competitive-rate basis once 
they have these aircraft in operation. 

I think the operating figures that we have told you, the rates at 
which they can do business, 1 is less than half. In the case of Canadair, 
this is a guaranteed rate to this carrier, less than half the present 
rate; I think they can compete. 

The great area, Senator, which we are talking about here, is the 
expansion of air cargo. You talked about cutting of the rates. This 
is being done in defense procurement because defense at the present 
time is permitted to do this by competitive bidding. In the civil 
aircargo market they do it by aircargo rates and tariffs which must 
be approved by this Board. his is the area of expansion, Senator; 
that we are talking about. 

Senator Ener. It just seems to me that the timing on this legis- 
lation is very bad because it occurs precisely at the time when this 
whole fleet of perfectly good airplanes which cannot compete in the 
passenger market are being thrown out at a completely depreciated 
rate and are available to take on this passenger traffic. 

I can see the Government getting into this program, underwriting 
a great number of new airplanes, and then in order to protect their 
own security position: having to turn over large pieces of this opera- 

tion which currently is in M ATS, and necessary for their operation, 
in order to back up their own security position and keep them from 
getting caught with paying off the loans. 

Moving to one other subject. As I understand, one purpose of 


“ating this cargo-type plane is to make it available for the Air 
F leet Reserve. 


Mr. Durrer. Yes, sir. 

Senator Enere. That is the defense justification of it—in other 
words, to have a common airplane that is used, say, in MATS, and 
is also used for aircargo. 

Now. what makes you think that it would be possible to have those 
aircargo airplanes available, say, to go into Lebanon when they are 


flown by civilian crews—how are they going to order them in there, 
or get hold of them ? 
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Mr. Durrer. Well, Senator, I believe the Department of Defense 
is going toappear here. Is that correct, Mr. Chairman / 

Senator Monroney. Yes, sir; they are due tomorrow. 

Mr. Durrer. I can say we have discussed this with representatives 
of all Government agencies. 

I believe it is the intention of the Department of Defense, Air Force, 
and MATS, to attempt to restr ict military airlift to what they—I think 
the term is “hard core’ *military airlift. 

I would say in a crisis such as Lebanon, which lasted for a relatively 
short time, which nevertheless required immediate action within a 
short time, I believe that that operation, Senator, could be classified 
as hard-core military airlift. 

In that particular case, probably the great majority of the airlift 
would be accomplished by the Defense Establishment itself. 

I think what we understand is, and what we have considered—I 
am not going to try to comment on what the Department of Defense 
is going to say—but I think what we have considered is that above 
and beyond the requirements of the military for “hard core” strategic 
airlift, that this should be increasingly transferred to commercial 

arriers, particularly if new modern aircargo aircraft would be 
immediately available. 

Let’s say for the long-run. 

Senator Enctx. I don’t know what 

Mr. Durrer. I think the Department of Defense can answer that 
better than I can, but that is my understanding of the position. 

Senator Eneie. I haven't figured out yet how you are going to 
take a civilian pilot, flying on one of these—flying one of these cargo- 
type airplanes, and ordering him to take a cargo into a combat area 
where machinegun bullets are whistling around. I have the feeling 
that he may not want to go there, and I can’t see how the Government 
has any hold on him to make him go. They have a contract and that 
is all. 

Mr. Durrer. In the first place, sir, as to the Civil Reserve Air Fleet, 
as to whatever number of aircraft the Department of Defense wants 
to have available outside of the usual requirements, such as Logair, 
CRAF, this is obtained by contract between the Government and the 
carriers. 

As to the records of the commercial airlines in the transportation of 
military airlift into strategic areas which, as you say, even involves 
getting shot at, I think maybe we could call on some of these carriers. 
For example, in the early days in the Aleutian Islands our country was 
confronted with a very grave peril. 

I believe I have been told there were more civilian air pilots engaged 
in military airlift that were shot down at that time than there were 
military pilots. 

I think, sir, we can expect the carrier, on the record as it has 
existed in the use of commercial airlift in time of war, to cooperate. 
And I believe the Department of Defense has created the Civil Re- 
serve Air Fleet—has by contract required that these particular air- 
craft be adapted with navigation equipment, training, pilot traming 
and everything else, to instantaneous transfer into military opera- 
tions. This is a thing that has been going on at least ever since 
Ihave come into the picture. 
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These airplanes are capable, by both putting new military equip- 
ment in, navigation equipment and pilot training, for instant transfer 
from the Civil Air Reserve Fleet. 

Senator Eneie. What are you going to do? Draft them? 

Mr. Durrer. We haven't drafted them so far. I guess they just 
flew, sir. 

Senator Eneie. I don’t know what position the Defense Depart- 
ment is going to take, but I talked to some people over in MATS 
and they don’t agree the present requirements for the Civil Air 
Fleet. reserve give them any backup at all except maybe a suit on the 
contract after the emergency is over. 

I see no way out of it except insisting that the pilots who fly those 
airplanes be Reserve officers who are subject to immediate call. The 
law doesn’t presently prov ide for that. 

Mr. Durrer. Well, Senator, maybe that is a subject for the Airline 
Pilots Association or someone else; it is not a subject within my 
purview. 

Senator Eneie. It may be something for them to worry about, 
and something for MATS to worry about. 

But it seems to me when legislation is designed to create a Civil 
Air Fleet Reserve, and the Government is going into a loan guarantee 
program in order to make that possible, that the practical means 
of making that Civil Air Fleet Reserve available immediately and 
on the spot when it is needed and for the purpose of going where 
it is needed, has to be put some place into the law and so far as I 
know it is not there at the present time, and these pilots could just 
simply say, I wasn’t hired at whatever salary they are hired at, to 
go over there and get shot up. 

Mr. Durrer. Senator, I think this act which is under discussion, 
and I refer to page 3 of the act, section (f), page 5 of the bill of the 
printed draft of the bill, subparagraph (6) 

Senator Eneie. I know. I am familiar with that. 

Mr. Durrer. Requires that the aircraft has to have the desired 
criteria and suitability for military use. Furthermore, the Secretary 
of Defense will have to certify that the borrower has executed a 
contractual undertaking to the Department of Defense that the cargo 
aircraft in respect to which the guarantee is made will in the event 
of war, national emergency, or whenever military situation requires 
as determined by the Secretary of Defense, be made immediately 
available to the Department of Defense during the period of this 
guarantee. 

I think that is taken care of in the act. 

Senator Eneie. The airplanes will be available. There isn’t any 
question about it. 

Mr. Durrer. I believe, Senator, if they weren’t available, I think 
the carrier would have breached the agreement with the U.S. Govern- 
ment and the Department of Defense. 

Senator Eneie. That is right; they would have a lawsuit. But 
it is not the physical equipment I am talking about; it is who is 
going to fly them / 

Who is going to fly those airplanes ¢ 

There is no way at the present time of making the pilots available. 
It isn’t provided for. 
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What I am saying to you is precisely the argument that I have 
heard from the people over there in MATS. They do not regard the 
Civil Air Fleet Reserve as an adequate backup because it cannot be de- 
pended upon immediately with personnel to take those airplanes into 
combat areas. 

Mr. Durrer. Well, Senator, I don’t know. I believe the Depart- 
ment of Defense and the responsible spokesman for the Department 
will testify before this committee. I am not going to attempt to pre- 
judge whi: at their testimony is going to be. 

I will merely say I have conferred with them; I have talked with 
them. The Board has talked with them. Our staff has worked with 
them in a joint working committee. We have worked on the details 
of the Civil Reserve Air Fleet. 

This is the first time that it has ever been represented to us that 
this would become an abortive exercise because we couldn’t find any 
pilots to fly the planes 

I have never received any such communication from the Depart- 
ment of Defense in the many conferences in which I have partici- 
pated. This would be news to me, Senator. 

Senator Enaie. You don’t talk to the same people I do because 
they sure told me about it. 

Mr. Durrer. I have been talking to, I can say, the people I think 
are responsible to the U.S. Government for what is going to be done. 

Senator Eneie. They may think they are responsible, but you 
ought to get down to the workshop level where I do the talking. 

Mr. Durrer. I have been talking to the Secretary of the Air Force 
and the Assistant Secretary of Defense on this subject, and other 
people, and I assumed they had authority to speak mm an executive 
capacity. 

Senator Eneix. I just hope General Tunner is called over here. 
He may have his problems, but maybe we can get the facts out of him 
and I am not saying I disc ‘ussed this with General Tunner, but I 
happen to know what MATS thinks about this arrangement, and 
they don’t like it at all. 

Senator Monroney. I, for one, will not agree that only the boys 
who wear the blue of the Air Force Bae guts enough to fly aircraft 
into difficult places or into combat area Civil pilots flew the Korean 
airlift about 90 percent of the way. They flew the planes into just as 
dangerous areas during World War II and I think they and their 
sons that follow them in the aircraft will still do it. 

I am not ready to yield on that point one iota. 

Senator Enaue. Maybe you aren’t, but I would suspect. that MATS 
would want a little firmer guarantee as to what is going to happen. 

Now, in the Korean airlift they took cargoes into Japan. They 

were not called on in Lebanon. We aren't going to have 90 days to 
get this thing put together in the event we have to have another airlift. 
I just happen to know that people in MATS feel this way about it. 
Whether it has percolated up to the top, I am not sure. 

To deal with another subject, Mr. Durfee, I observe that flight 
costs are actually only a part of the costs of handling freight. 

I understand it has been stated that the ground and indirect costs 
are about 50 percent of the direct. operating costs. 
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Now, are you aware of any manufacturer that has perfected ground 

handling systems that will significantly lower the cost in this 50- 
percent bracket ? 

In other words, we are dealing here with half the problem, aren’t 
we! 

Mr. Dvurrer. I believe that progress has been made in that area, 
Senator. I believe, for example, whether the U.S. aircraft manu- 
facturers adopt the swing tailgate that Canadair uses, right there 
that particular aircraft is a substantial reduction in ground handling 
oat the swing-tail airplane. 

I do not know the U.S. aircraft manufacturers’ position is on that 
particular feature of an aircargo airplane; I couldn’t state what their 
considered opinion is today, but certainly the development of this 
type of aircraft contemplates substantial improvement in ground 
handling costs and I believe the bill provides for an additional $10 
million—maximum $10 million guaranteed loan for the purchase of 
ground handling facilities. That is one of the purposes of this bill. 

Senator Ener. Mr. William Littlewood, who is chief of the equip- 
ment research in American Airlines, has stated that this specialized 
equipment hasn’t even been designed yet, much less being in 
existence. 

Mr. Durrer. Well, I repeat it is in design and in existence in 
Canada, and is being sold in the United States. 

I think in the consultations that we have had with the American 
aircraft manufacturers—I think it is accurate to state, Senator, that 
this type of cargo aircraft is in the design stage; that it is contem- 
plated that the design will effectuate substanti: al reductions in ground 
handling costs. 

Senator Eneir. Now, am I correct that this legislation would ex- 
pose the Federal Government to a possible liability of something 
like $3.6 billion over a 10-year period ? 

Mr. Durrer. Well, if you add it; I haven’t multiplied it. I guess, 
if you multiply $75 million by I think 60 carriers who might be 
eligible, you would arrive at about that figure ; yes. 

Senator Enexr. 72, as I understand, ‘which brings me back to the 
point I made previously, and that is that if the Federal Govern- 
ment gets itself into the position of underwriting these loans, it will 
have to sustain the traffic necessary to amortize those loans and pay 
them off. 

Now, that brings me to another proposition. I understand that 
some of these carriers, especially the supplemental carriers who are 
qualified to partic ipate in this legislation, have their certificates ex- 
piring in as little as 4 years; is that right ? 

Mr. Durrer. That is correct; yes, sir. 

Senator Enere. All right. What are you going to do if you put 
a security transaction behind one of them of substantial amounts of 
money? Is the CAB going to be up against the proposition of re- 
newing their certificates i in or der to pr otect its security interest? In 
other words, what I am saying is: Are we setting up an arrangement 
where you in effect preclude the Board from any independent. judg- 
ment because--that is, with reference to whether certificates ought 
to be renewed—because of the fact that the Federal Government 
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sits there with a huge security interest? It must be amortized and 
paid off ; otherw ise, the Government must pick up the check. 

Mr, Durrer. Sen: itor, in the case of the supplemental carriers who 
have now been certificated by the Board in the large irregular case, I 
believe the total is 23 who have been found fit and able to conduct 
the limited operations authorized them by their certificates. I 
believe that under this act the Board is faced with a grave re- 
sponsibility. 

By the act we are required to find, first, that without such a 
guarantee the carrier will be unable to obtain the necessary funds for 
the purchase of the aircraft on terms which are reasonable and 
compatible with efficient and profitable operation. 

We have that same responsibility in the guaranteed loan for local 
service carriers. 

Second, that the prospective earning power of the air carrier or 
other eligible person furnishes reasonable assurance of the air 
earrier’s ability to repay the loan within the time fixed therefor. 
This is the responsibility of the Board. 

It is a grave and onerous responsibility. I would say in the case 
of every cuaranteed loan made to a local service carrier, the Board 
has gone extensively and thoroughly into this very problem. 

Senator Ener. You will admit, will you not, that if you grant the 
loan you necessarily commit yourself to extend the certificate ? 

Mr. Durrer. If we find that the prospective earning power of the 
carrier furnishes reasonable assurance of the air carrier’s ability to 
repay the loan, then we grant the loan. 

If it develops that we were wrong, I think the Board would either 
have to just let the loan go by default, or find some way to improve the 
carrier’s status, or let the loan defaut and take the aircraft back. 

Senator Enexe. I suspect you would find reasons to extend the 
certificate. 

Mr. Durrer. Senator, that is a matter of policy. 

I might say I am here as spokesman for a Board of five members, 
and I am not going to attempt to commit myself to what policy the 
Board will adopt 4 years from now on renewal of oeutificnbin for 
supplemental air carriers if this legislation is adopted and if loans 
were made to these carriers, guar: anteed loans. 

This I don’t believe I can do. 

Senator Enotes. Thank you, Mr. Chairman. 

Senator Monroney. Isn’t the core of the question not whether we 
will have a 10-cent per ton-mile rate or not; we are going to have 
that from Canada, or we will have it from American-made planes. 
These planes are on order. The figures show they will cut the present 
aircargo rate in half on a guarantee from the manufacturer, so it is a 
question of whether we are going to open it up enough so American- 
made aircraft can be developed that will do the same thing and that 
American concerns who wish to buy American-made aircraft will also 
be competitive. 

I mean the day of the 10-cent a ton-mile rate is going to be here; the 
plane which w ill do it is going to be here from Canada. It is probably 
going to be here from England, and it is going to be here from Russia. 

So it is just a question of where do you cret the planes? Do you 
want American manufacturers and airframe companies to be produc- 
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ing the quality product they have 
aviation ? 

Senator Scnorrre.. Mr. Chairman, first I apologize. I had an ap- 
pointment at the hospital this morning so I couldn’t be here. I should 
refrain from asking questions at this time because I haven’t heard 
the testimony this morning. 

Now, we have before us an important piece of legislation that puts 
the Government into a guaranteed loan position. 

I understand the maturities today, or due last year in 1959, were 
preparatory to a series of hearings or investigations. Before the 
Board certain requests were made of those who were interested in 
this important field of activity to appear before the Board or to sub- 
mit for the Board’s consideration various and sundry positions which 
they desired to take or make known if, as and when this matter de- 
veloped in a time, or in a place, or in an atmosphere where we might 
want to consider some legislation. 

I think it is a matter that, from what I have checked into, there are 
conflicting opinions about. There is conflict of opinions as I gather 
from re: uding the record, the transcript, and some of these letters, with 
reference to the need for the guaranteed loan, as well as more other 
related approaches to the problem; they are not unanimous by any 
stretch of the imagination, as probably has been brought out. here. 

There, of course, is predominance of the opinion which I have seen 
expressed, which demonstrates the need for additional research on all 
types of proposed cargo carriers which the manufacturing companies 
and those interested in it do not feel probably justified in going to that 
type of expense which would be an expense which the company would 
have to peenee, and its stockholders would have to bear. 

Now, this morning while I was absent I understand Senator Cotton 
at one phase of your testimony, Mr. Chairman, offered for the record 
some exhibits. 

Personally I feel this way about this matter: This is such an im- 
portant hearing that I pre fer, as far as I am concerned, to have all of 
the facts and all of the views and all of the circumstances heretofore 
expressed out on the top for the consideration of those Senators, 
including myself, who have to pass upon this type of legislation or 
its amendments or its changes at the proper time. 

Now, in going over these exhibits by way of the tr anseript of the 
record, and the conference between the Board and the carriers, and 
the communications received by the Board, I thought that this record 
should show exactly what some of the carriers’ views were, pro and con. 

In my absence this morning—when I knew I couldn’t be here at the 
beginning, I asked Senator Cotton to offer those into the record. I 
understand there has been some question whether they are in the 
record or not. 

Senator Monronry. He withdrew them so you could offer them 
yourself. 

Senator Scnuorpre.. I at this time want to spec ifically offer them 
into the record, and at a later period in the hearings I expect to offer 
other exhibits that go back to the stated positions taken by some of 
them who appeared before the Board, so that we might have this in 
proper perspective. 
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One of the exhibits that was offered this morning shows the carriers 
which claimed they need guaranteed loans. Those are not taken out 
of context, that that is submitted for the record here are actually 
what was stated in the record by letter or in the transcript, rather 
than put the entire voluminous transcript into the record, which may 
become necessary later on, I do not know, but I note in those letters 
certain of the carriers took stated positions. 

I don’t think it would be exactly helpful in its entirety to the mem- 
bers of the committee who have to consider these matters to have it 
in the record in such a shape that we didn’t know whether they were 
pro or con in the matter. Hence, my desire to clarify the record in 
that respect. 

So the one exhibit which is headed “Carriers which have said they 
do not need, would not use, or they oppose guaranteed loans,” in sub- 
stance, in a very general way, that position has been set out clearly 
on one side of the scoresheet for our considerations. That exhibit 
includes American, AA XICO, Braniff, Capital, Continental, Eastern, 
Flying Tigers, Northeast, Pan American, Panagra, Riddle, TWA, 
and United, a total of 14 carriers. 

Those, the exhibit shows the carriers which claim they need guar- 
anteed loans which are Aerovias Sud-Americana, National, North- 
west, Independent Airlines Association, Resort, Seaboard & W estern, 
for a total of five carriers. 

Mr. Chairman, I would like to have those exhibits go into the record 
at this time by reason of the fact that the Chairman of this distin- 
guished Board has referred to them, I think, in your testimony just 
heard when I reached here this morning, and I had no opportunity to 
get this until this morning when I reached here. 

At the bottom of page 2, wherein, Mr. Chairman, you say, “A docket 
has been kept in the Board’s Docket Section of the carrier comments, 
and is available for public inspection. I have with me a precis of what 
was submitted at that time, and while I will not detail it here you may 
wish to insert the summary in the record at this point.” 

I think the record here this morning indicates the summary has 
been offered into the record. 

Mr. Durrer. The summary and the transcript of the statements 
that were made before the Board, and the copies of the letters them- 
selves were offered in the record. 

Senator Scnorpren. Are in the record, too? 

Mr. Durrer. Yes. 

Senator Scuorrret. I see. That completes the record as far as I 
am concerned with reference to these matters this morning. 


CARRIERS 





Wuicn CLAIM THEY NEED GUARANTEED LOANS 
Sud-Americana 
“* * * 9 Government guarantee would be extremely helpful in enabling ASA 


to acquire such equipment and make possible a sooner transition than otherwise 
possible.’’—Letter of August 25, 1959, to Civil Aeronautics Board. 


Acrovias 


National 


“Supports wholeheartedly the entire program,” but offers no statement of need, 
or plans for use of guarantees. This letter, 17 lines long, is National’s total com- 
ment on this issue.—Letter of September 8, 1959, from Alexander Hardy, senior 
vice president, to Chairman Durfee. 
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Northwest 

Endorsed the guarantee idea, said it would result in production of new cargo 
aircraft—but nowhere actually says it is essential—September 1 CAB tran- 
script, pages 41-45. 


Independent Airlines Association 


“Mr. BuRWELL. * * * I represent quite a large number of supplemental air 
carriers who do support the loan proposal * * *” (Coment: These “supple- 
mental” carriers are a negligible factor in cargo carriage, and only one had 
enough interest even to appear at the CAB oral argument on September 1, and 
none appear to have written the Board individually on this proposal. ) 

Resort 


Program ‘‘would be of great assistance in acquiring presently available modern 
aircraft * * *”’—letter of September 25, 1959, from Thomas Wilson, chairman 
of the board, to Chairman Durfee. (Note it does not say guarantees are 
essential. Italic in the quoted remarks is to emphasize that Resort is not think- 


ing of this as a program to develop truly new aircraft, which is the real need.) 
Seaboard & Western 

Favored the guarantee program, but whole emphasis was on the MATS 
traffic fight, with no statement whatsoever that guarantees are at all essential. 
(September 1 CAB transcript, pp. 52-53) 

Total: Five carriers, plus “supplementals” (the former nonskeds ). 

Comment: In 1958, these carriers carried the following percentages of the 
airfreight carried in scheduled service by the U.S. domestic and international 
earriers : 


Percent 
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1 Carried 6.6 percent of freight carried in nonscheduled operations. 


CARRIERS WHICH HAVE Saip THEY Do Not NEED, WOULD Not USE, oR THEY 
OPPOSE, GUARANTEED LOANS 
American 
“Our decision to acquire cargo aircraft will depend solely on the availability of 
aircraft that are economical. We are confident that funds from private sources 
can be raised if we can make an adequate showing that the fleet to be acquired 
will operate with profit. The availability of Government-guaranteed loans would 
not increase our interest in the purchase of cargo aircraft.”—Letter of C. R. 
Smith, president, to Chairman Durfee, August 25, 1959. 


AAXICO 


“Pending a decision in docket No. 10067, AAXICO has no specific plans for 
acquiring modern cargo aircraft for the reason that there are no such planes in 
existence which could be economically operated over the route as presently 
constituted.”—Letter of Coates Lear, attorney for AAXICO, to Chairman Durfee, 
August 27, 1959. 


Braniff 


“We don’t believe that the guarantee of loans for the purchase of cargo air- 
craft is going to make any really substantial contribution to the problem before 
us. In essence, we take the same position, surprising as it may seem, that 
American does.”—Charles Beard, president, CAB oral argument on guaranteed 
loans, September 1, 1959, transcript, page 2: 


Capital 

“Capital is completely in agreement with the very strong position that has been 
taken by the two companies preceding us (American and Braniff) on the need 
for research and development. We think the cargo airplane which can produce 
lower rates and profit for air carriers does not now exist and that the only way 
it can be developed is by an accelerated program of research and development.”— 
Walter Johnson, vice president, transcript, page 25 
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Continental 


“We don’t think it absolutely necessary to have a guaranteed loan.”—C. E. 
Leasure, Continental attorney, CAB, September 1, 1959, transcript, page 30. 
Eastern 

“When a suitable cargo aircraft is available, and studies indicate that it can 
be profitable and furnish the desired service, Eastern Air Lines will find a way 
to finance its purchase. 

“The mere fact that the loan guarantee is available would not create an air 
cargo market * * *” 

“Thus, the primary industry problem is to design, develop and test cargo 
aircraft which will provide a competitive overall cost of operation.’—Letter of 
Charles French, vice president, engineering, to Chairman Durfee, August 27, 
1959. 

Flying Tigers 

“If the purpose of Government guarantee is but a form of subsidy, Flying 
Tigers, for its part, wants none of it.’”—-Letter to CAB, August 26, 1959. 

Also—‘The guaranteed loan (i.e., in Canada) was not the swinging factor in 
our buying the Canadair plane.’—Robert Prescott, president, September 1, 
CAB transcript, page 46. 








Northeast 

“* * * we have plenty of unused capacity at present which we should like to 
fill before embarking on a program aimed exclusively at nonpassenger revenue. 
Accordingly, I must indicate that at this time our company has no plans for 
acquiring any all-cargo aircraft.’’—Letter, R. P. Lane, vice president—finance, 
to Chairman Durfee, August 27, 1959. 
Pan American 

“The Government-guaranteed loan program is in no way essential to Pan 
American.”’—John Leslie, vice president, transcript, page 34. 
Panagra 

“If an aircraft is economically justified, and traffic and revenue is available 
to support it and pay off the investment, we would anticipate no difficulty in 
acquiring it without guaranteed loans, as we have done in the past. If sound 
estimates and experience show the traffic and revenue to be insufficient, guaran- 
teed loans would not encourage such acquisition.”—Letter, Douglas Campbell, 
vice president and general manager, to Chairman Durfee, August 26, 1959 
Riddle 

“We will be able to acquire new aircraft even without either subsidy or guar- 
anteed loan legislation.”—Robert Hewitt, president, quoted in American Avia- 
tion Daily, December 4, 1959, in testimony in Domestic Cargo Mail Services 
case, 
TWA 

“In TWA’s view, guaranteed loan legislation cannot materially affect in- 
dividend carrier determinations as to the number of turbine cargo aircraft which 
can and should be acquired to serve prospective traffic.”—Written statement of 
Thomas Taylor, vice president, submitted to CAB, September 1, 1959. [Em- 
phasis added. ] 
United 

“We have learned from experience that if a program is a sound one, it can, 
under the proper climate, be privately financed and we would, therefore, not be 
interested in a Government loan guarantee to assist us in acquiring our turbine- 
powered cargo airplane fleet.’”—Letter to Chairman Durfee, August 26, 1959. 

Total: 14 carriers. 

Senator Scuorrrent. Now, Mr. Chairman, I would like to ask you 
this question: 

In what way in your judgment are the carriers alike who say 
they need a guar: anteed loan to buy cargo aircraft ? 
If you have covered th: at, I will check it in your transcript. 
Mr. Durrer. In what way was that, Senator ? 
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Senator Scuorrret. In what way are carriers alike who say they 
need guaranteed loans to buy cargo aircraft 4 

Mr. Durree. Those who say they need it, in what way are they 
alike in their position ? 

Senator ScHOEPPEL. Yes. 

Mr. Durrer. The first way they are alike is that they say they 
need the aircraft, and second, in response to the Board’s specific 
question they say unless we obtain a Government-guaranteed loan, 
or some other form of Government assistance, we could not obtain the 
requisite financing for the purchase of these aircraft. 

I think all of the carriers who supported this legislation in varying 
degrees say—are agreed on these two statements. 

Senator Scuorrret. Did they say that by reason of the fact that 
they cannot financially compete unless they get a guaranteed loan 
with the carriers now in the field ? 

Mr. Durrer. I think they say it as to the present position they are 
in for attr acting the required capital. I assume this goes to rates 
for the cost of this money which would be within reason in operating 
costs. 

I might say, for example, in the guaranteed loans for local service 
carriers the rate has varied but it would average about 514 percent 
on these loans. | 

I believe it is the position of these carriers that they could not 
attract the requisite capital for the purchase of this aircraft at cost 
of the money rates which would be within reason. 

They either can’t get it at all or they couldn’t get it on terms that 
would be considered reasonable by the Board. 

Senator Scuorpren. Then I presume the next question would be, 
in what ways do they differ from the carriers that say they don’t 
need a guaranteed loan? This is a companion question. 

Mr. Durrer. Well, I must start out with this one because I think 
this is exhibit A. 

One of the largest all-cargo carriers, Flying Tigers, which says 
they don’t need a U.S. Gove .rnment- guaranteed loan, say so because 
they already have a Canadian Government- guaranteed loan. They 
have bought Canadairs from Canada and they have Canada Govern- 
ment loan from Canada. So they say they don’t need a U.S. Gov- 
ernment-guaranteed loan. 

As to the other carriers which constitute, I believe, certificated trunk 
line carriers, and one international carrier, Pan American, I think 
these carriers are obviously in a much more favorable financial position. 

I wish to call your attention to this fact, Senator, that no one of these 
carriers, with the e xception of Flying Tigers, despite their favorable 
investment picture, in which they say they don’t need this type of asisst- 
ance—as far as I know, I have read—and we have heard that they were 
negotiating with U.S. aircraft manufacturers; they have negotiated 
with other aircraft manufacturers in some cases for conversion 
of existing types of passenger aircraft—but as to modern air 

cargo, turbine-powered aircraft, the Board has no information in its 
possession that any one of these five carriers, outside of Flying Tigers, 
has actually gone out and contracted on any firm contract basis for 
any of these new types of aircraft. 
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Furthermore, Senator, I think that. every one of these carriers is in 
the position where they are in the passenger business today. They 
are our largest certificated passenger carriers. I think it is conceivable 
to say, perh: ips they can go to an investment house and get financing 
to purchase air cargo aircraft without a Government- ouaranteed loan 
because of the fact that they are already in a highly ‘well-established 
market in air passengers. 

They have available this tremendous resource of existing commercial 
business. Overall, Senator Monroney has pointed out, the dollar 
volume of this tr affic, for this type of carrier, for every $17 of passenger 
traffic they are presently taking in $1 for cargo traflic, and I think the 
favorable position of these carriers insofar as their finane ing position is 
concerned, is that they include some of the large certificated combina- 
tion passenger and cargo caircraft carriers in the United States and 
in the world. 

I think there are some others who are quite substantial who have— 
for example, TWA and Northwest, and other certificated carriers who 
have indicated support for this program. 

Senator Scnorrret. Mr. Chairman, have you in your investigation, 
or in your collaboration this entire field here—have you found that 
there has been a hesitancy on the part. of the companies, or the manu- 
facturing companies, of these various sundry types, perhaps, going into 
the air cargo business because of a lack of a proper cargo-carrying 
plane either in being, or on the design board, that a lot of the “bugs” , 
have been shown to be worked out of ? 

In other words, what I am trying to say is this: Do you feel from 
your investigation that if there was a cargo plane susceptible of being 
manufac tured, that the companies could get the financing for it in the 
open financial markets of this country without the necessity for guar- 
anteed Government loans ? 

Mr. Durrer. You are referring now to an all-cargo aircraft, mod- 
ern aircraft plane susceptible of being manufactured ¢ 

Senator Scrorrrer. Right. I feel this way, I should say this, and 
I may be completely in error. 

When we say we are going to wrap up an air carrier type of plane, 
passenger-carrying type of plane and cargo type of plane, wrap that 
all up in one package and sell it, I think it is a fallacious saying. 

I think they are two different. types of planes, I think meeting two 
different requirements. 

The question I asked is predicated on that basis. 

Mr. Durrer. Senator, [ believe that the United States—the eligi- 
ble U.S. carriers to whom we have referred, and of whom we say a 
majority say they need guaranteed loans—I believe that they have 
negotiated and conducted preliminary negotiations. I think they 
have explored the Canadian market. 

I think some of them have explored the British market—the British 
Argosy, some of them have dealt with that. 

They have explored the potential U.S. market and our aircraft 
manufacturers in our consultations with them say that this is a feasi- 
ble design problem. 

I believe it is upon that basis that available information which 
they themselves have, that there could be available by U.S. aircraft 
manufacturers a feasible aircraft which would operate at rates less 
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than half the existing rates. The majority of these carriers still say 
they would need a guaranteed loan. 

Is that the answer to your question, sir ? 

Senator Scuorrret. That is your judgment on it and I haven't read 
all in detail word for word; that is the reason I was wanting to get 
certain aspects of this thing into the record at the very beginning of 
this series of hearings that we are having here. 

Mr. Durrer. This is the considered judgment of the Board and 
its staff made upon a pretty thorough analysis of the problems 
involved. 

Senator Monroney. Isn’t it all a fact, Mr. Chairman, that even 
some of the largest and best fixed are rather heavily encumbered by 
their present transitions to jet passenger aircraft ? 

Therfore, if we are to have any early breakthrough on air cargo we 
will be forced even by those who are financially ‘able in their own 
right to postpone the ‘day when sufficient orders might be available 
to even start the research and development on the type of aircraft 
necessary ¢ 

Mr. Durrer. That is correct, Mr. Chairman. 

Senator Monronry. You cannot get an airframe company to go 
out on today’s market particularly with the heavy purchases of jets, 
to put any money into research and development without the prospect 
that their market will be there and that even the best would be able 
then on their own to buy it. 

This bill is merely permissive. It doesn’t say American Airlines or 
Pan American Airlines have to buy these planes. Goodness knows, 
we welcome them buying them on their own as they perhaps would 
do. 

But certainly a large number of air carriers ages have evidenced 
historically an intent to engage extensively in air cargo are not ina 
position to put up this kind of money. And no air frame company 
is able to lay down a research and dev elopment program for the pro- 
duction of the first all cargo aircraft unless it saw at least a market 
for 50 or 60 planes. 

Mr. Durrer. That is right. 

Senator Scnorrret. Mr. Chairman, I would like to ask one other 
question here. 

In your exploration of this matter, did you find anywhere the idea 
expressed that if the tax situation, for instance, was liberalized with 
reference to permitting these companies to throw a part of their earn- 
ings into research along certain of these lines, would be very, very 
helpful in eliminating a guarantee purchase proposition. 

Did you find that at all? Iam merely exploring this matter at this 
time. 

Mr. Durrer. We find a variety of available solutions along with 
the guaranteed loan, tax relief, and not only the 10 percent transpor- 
tation tax, but also increased MATS business, or mail business on a 
nonpriority basis; there are a variety of ways in which the air cargo 
market could be immediately improved. I think all of these would 
help. To be specific, Senator, your proposal for tax relief has been 
urged and I think possibly if all of these factors were combined, if 
the airlines got a very substantial increase in the amount. of military 


traffic which they are presently carrying, either for MATS or the 
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Department of Defense, if they got a substantial increase in non- 
priority mail from the Post Office Department at suitable rates and if 
they got tax relief—I think we could probably put together a com- 
posite of conditions which, if they were all accomplished within 
this session of the Congress, would enable us, I think, to say we 
wouldn’t need a guar: anteed loan, yes, sir. 

Senator ScHorrret. Obviously, Mr. Chairman, we are not going to 
accomplish all of those things at this session of Congress. 

Mr. Durrer. Senator, what I am getting at is in our explanation 
we go round and round and we got down to which comes first, the 
chicken or the egg. I think the Board has raised that point. We are 
here ready and advocating this legislation as the most immediate and 
effective step. 

Senator Scuorrret. I understand that. 

Mr. Durrer. Along with other things we have heard to effectuate the 
purpose. 

Senator Scnorppet. It is that spirit by which we are approaching 
this thing. I was impressed by some of the questions and views ex- 
pressed by the Senator from California. You just a moment ago 
mentioned the fact if they would get—if certain of these companies 
would get a greater percentage of MATS business, and a certain per- 
centage of the airmail and all this and that. That brings me to one 
other ‘thing I think we ought to be careful about. 

Are we going to get ourselves in the position to justify the feasibility 
of a loan; it is going to rest on a bottom or foundation that is going to 
say in so many ‘words, “Well, we are into this investment ; : therefore we 
are going to have to go out and bail them out.” So those are all the 
factors we have to take into consideration when we are approaching 
this problem. 

Do you not agree with me on that? 

Mr. Durrer. I would agree that these are very substantial factors, 
Senator, that we would have to take into consideration. 

If this legislation was enacted, and the Board places the responsi- 
bility—the C ongress places the responsibility under this act, to find 
that the carrier would be able, reasonably assurance that the carrier 
would be able to pay this loan without default, I would say that that 
would place a very grave responsibility on the Board. 

Senator Scnorpret. Thank you. 

Senator Monroney. Mr. Chairman, I notice in your summaries, 
which show some of the carrier positions—some take a neutral posi- 
tion, some favor, and some oppose—that some suggest, as an alterna- 
tive, a direct subsidy on airfreight as we did on the air passenger 
service. 

Would you say that a direct subsidy would be better and less expen- 
sive to the Federal Government than what we propose to do here in 
this bill? 

Mr. Durrer. The Board has considered the other alternatives to 
encouragement of the purchase and development of this type of air- 
craft, Senator. I think that it is the Board’s opinion, beeed upon its 
analy sis, that the most feasible longrun program by way of Govern- 
ment action—I mean, outside of the other things that we talked about— 
as distinguished between subsidy or Government loan guarantees, the 
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Board’s conclusion is that the Government loan guarantee is pref- 
erable. 

Senator Monroney. Senator Engle, do you have any questions ? 

Senator Eneie. No. 

Senator Monroney. Do you have any further questions ? 

Senator ScuHorpPet. No, 

Senator Monroney. The committee will stand in recess. 

I would like to put in at this point a letter from Senator Gurney 
supporting this legislation, expressing some different views as to tech- 
nical parts of the bill. 


Civit AERONAUTICS BOARD, 
Washington, D.C., February 5, 1960. 
Hon. A. 8S. MIKE MONRONEY, 
Chairman, Aviation Subcommittee of the Senate Interstate and Foreign Commerce 
Committee, U.S. Senate, Washington, D.C. 

DEAR SENATOR MONRONEY: The Civil Aeronautics Board has been invited to 
present testimony before your subcommittee on February 8, 1960, with regard 
to S. 2774, a bill providing for the Government guarantee of loans to certain 
air carriers for the purchase of modern cargo aircraft. The Board’s views are 
being presented by its chairman. This is to inform you that I am not entirely 
in agreement with the statement of the Civil Aeronautics Board on this bill. 

The purpose of S. 2774 is to encourage the purchase of sufficient modern tur- 
bine powered cargo aircraft which would be immediately available to the De- 
partment of Defense in times of emergency without committing Government 
funds for their purchase. It is estimated that new modern aircraft designed pri- 
marily for cargo operations would take from 3 to 5 years to produce at a cost of $5 
million or more. One manufacturer estimates the latest design would cost $8 
million per aircraft. With these costs so high, I concur that Government 
assistance in the form of a loan guaranty bill is necessary, provided the bor- 
rower contracts to make the aircraft available to the Department of Defense 
for use in periods of national emergency. The provision in the bill that the 
Department of Defense approve the design of the aircraft to satisfy its needs 
is an essential requirement. 

At the present time the carriers are operating obsolete equipment in all cargo 
configurations. These aircraft are generally coverted piston engine pussenger 
aircraft. As a result cargo rates must remain at a relatively high level. A 
new aircraft designed primarily for cargo operations hopefully would reduce 
cargo rates. These reductions could not be accomplished until the planes were 
in operation on the carriers’ routes. It would take a unique and concentrated 
sales campaign to increase commercial traffic initially to produce an economic 
load factor for the new cargo aircraft. In order to insure the purchase of these 
modern aircraft, an immediate program should be adopted to increase the cargo 
traffic to the existing carriers so that when the Board is called upon to guarantee 
the loans the Board will know that sufficient traffic is available to guarantee the 
suecess of the program. It is essential therefore that the Department of Defense 
and the Post Office Department immediately make available more Government 
traffic—passenger, cargo, and mail—to the existing air carriers. This will mate- 
rially assist the carriers in placing their initial orders for modern cargo aircraft, 
will assist them in repaying the loan within the loan period and will ultimately 
redound to the benefit of the Department of Defense in the form of lower air 
cargo rates and of modern air cargo aircraft in sufficient quantity to be available 
in times of national emergency. 

For the most part I am in agreement with the provisions of S. 2774. I also 
concur with some of the suggestions made by the majority of the Civil Aero- 
nautics Board as contained in the Chairman’s statement. My views differ from 
those of the majority of the Board on the following provisions of S. 2774: 

1. I am in agreement with the provisions of section 3(b) (2), which would 
guarantee loans on 75 percent of the purchase price of each aircraft. The Board 
would prefer 90 percent of the purchase price of each aircraft to be covered by 
a loan guarantee. It is my opinion that the air carriers desiring loan guarantee 
assistance should have sufficient capital to share with the Government in the 
purchase risk of these new cargo aircraft. A 25-percent downpayment would 
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also assist the Government, in the event of default, to recover the unpaid balance 
of the loan guaranteed by a quick sale of the aircraft. 

2. I am in accord with the provision of section 3(b) (38) which would provide 
for the loan to be repaid within 10 years. The majority of the Board would 
increase this period to 15 years. With the rapidly advancing design of air- 
craft, a new cargo aircraft could become obsolete within 10 years after purchase, 
and if the loans were repaid within this period, the carriers would be able to 
reequip with the most modern aircraft then available to the further development 
of the commerce, the postal service and the national defense. It is in the interest 
particularly of the national defense that the most modern aircraft should be 
available to the Department of Defense at all times. 

3. I concur with the provisions of section 3(b) (4) specifying that the total 
loan guarantee to any one carrier should be $75 million. The Board would 
limit the loan guarantee to $35 million for each carrier. The Board’s recom- 
mendation would enable each carrier to purchase only a limited number of 
aircraft, assuming a purchase price of from $5 to $8 million for each such air- 
eraft. A small fleet of such aircraft availbale for some carriers would be in- 
sufficient to insure the development of expanded cargo operations with the low 
freight rates which hopefully will accompany the inauguration of a new modern 
eargo fleet. An increase in the total guarantee would also assure more aircraft 
availability to the Department of Defense in times of emergency and would, 
therefore, strengthen the reserve fleet capability. 

4. A provision in section 3(b)(7) would prohibit disposal of the aircraft 
during the period of the guarantee except to a U.S. carrier. I would recommend 
an additional provision to this requirement which would limit the disposal only 
to a U.S. carrier who is under contract to the Department of Defense as the 
original borrower was unless the aircraft is replaced by one of newer design 
and capability. This will insure at all times during the guarantee period im- 
mediate availability of the most modern aircraft to the Department of Defense 
during an emergency. 

With the exception of the above statements, I am in accord with the views 
of the majority of the Civil Aeronautics Board on this bill. 

Respectfully yours, 
CHAN GURNEY. 

Mr. Durrer. I think, Senator, that letter from Senator Gurney is 
attached to and made a part of ours. I certainly wanted to call that 
to the attention of the committee. 


CAB SUMMARY OF COMMENTS RECEIVED FROM CARRIERS 


In mid-August the Board invited the 60 supplemental, trunkline, and 
international operators to meet with it on September 1, or to submit written 
views on the general subject. We specifically asked these individuals to com- 
ment on three particular areas. They were: 

1. The need for modern turbine powered cargo aircraft ; 

2. The carriers’ plans for acquiring and financing any cargo aircraft not 
already in operation ; 

3. A statement as to whether a Government guarantee would be needed 
to acquire cargo aircraft on reasonable terms, and whether such guarantee 
would increase interest in acquiring a modern cargo fleet. 

Not all carriers responded with substantive comments, but those who did, 
commented as follows : 

AAXICO Airlines (Coates Lear) (August 27, 1959): Need change in route 
structure before acquiring modern cargo aircraft: a Government guarantee 
loan would facilitatee obtaining additional capital without which financing 
would be most difficult due to general depreciation in aircargo industry. 

ASA International Airlines (August 25, 1959) : There is a need for economical 
turbine powered aircraft; no plans for acquiring such aircraft; Government 
guarantee would be extremely helpful. 

Capital Airlines (August 31, 1959)7: If an aircraft would permit lower 
rates, Capital would have need for such; no immediate plans; Government 
guaranteee program would increase their interest in acquisition of modern 
cargo aircraft. 


1 Capital Airlines wrote two letters. 
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Capital Airlines (September 2, 1959): Feels strongly the need for medium 
range turbine powered freighter; Capital’s ability to purchase would be sub- 
stantially aided by Government guarantee loan program. 

Continental Airlines (August 28, 1959): Growth of airlines will be retarded 
until an economic aircraft is developed; studying the needs for all cargo air- 
eraft; availability of a Government loan guarantee would considerably alter 
their long-range plans. 

National Airlines (September 8, 1959): Supports wholeheartedly the entire 
program concerning the purchase of turbine powered cargo aircraft. 

Northeast Airlines (August 27, 1959): Recognizes that equipment which 
would produce a low ton-mile cost would succeed in breaking through the 
present barrier; present route structure limits its earnings from air transporta- 
tion of property; should their outlook change the possibility of obtaining a 
Government guarantee loan would make acquisition easier. 

Northwest Airlines (August 31, 1959): Fully supports program for Govern- 
ment program for Government guarantee of private loans; to be effective it 
must be tied in with program to private carriers to permit carriers to participate 
in Department of Defense passenger and cargo traffic. 

Riddle Airlines (August 27, 1959): Requires an aircraft with greater capac- 
ity and speed; plans to buy four Argosy aircraft; if Government guarantee 
loan were available today would have entered into the contract for the four 
Argosy planes. 

Slick Airways (Steptoe and Johnson) (August 27, 1959): Since aircraft with 
low operating costs will enable carriers to make rate reduction to attract traffic, 
there is need for this type of aircraft; expects to buy six Lockheed Electra and 
six Super Hercules; without subsidy, Government guarantee of loans is 
essential. 

Trans Caribbean (August 28, 1959): There is a vital need for modern cargo 
aircraft; have been exploring new aircargo aircraft; financing could be 
arranged on more favorable terms with a Government guarantee of loan. 

Trans-World Airlines (September 1, 1959): Modern turbine cargo aircraft 
is vitally needed to improve national defense interests; making a study which 
will clearly involve acquisition of new equipment; Government loan guarantees 
should be of value. 

American Airlines (August 25, 1959): There is need for a more efficient 
eargo aircraft; American is converting 10 DC-7 planes for all cargo 
transportation; availability of guaranteed loan would not increase their interest 
in purchase of cargo aircraft. 

Eastern Airlines (August 27, 1959) : The industry will need a modern aircraft 
to develop aircargo market; Eastern will find a way to finance purchases; Govy- 
ernment loan guarantee availability will not create aircargo market—primary 
problem to design, develop, and test cargo aircraft. 

Flying Tigers (August 26, 1959): Real need for modern turbine powered 
aircraft; ordered 10 Canadair aircraft and in talking stage for 5 more; pres- 
ently financed with Canadaian Government guarantee for manufacture of 
airframe involved and British guarantee for manufacture of engine involved, 
considering refinancing without Government guarantees; vitally interested in 
acquisition of modern cargo fleet but no Government guarantee if it is a form 
of subsidy. 

Delta Air Lines, Inc. (August 26, 1959): Need for modern cargo aircraft 
would vary depending upon routes; no definite plans to acquire additional all 
eargo aircraft; whether financing would be acquired would depend on type and 
number of aircraft involved. 

Pan American-Grace (August 26, 1959): Due to the essentially one-way 
character of movement from North to South need is not great; plan conversion 
of a DC—6B or a DC-—7B despite softness of their market; would prefer making 
their cargo operations eligible for subsidy rather than have a guaranteed loan 
program. 

United Air Lines (August 26, 1959): Developing an all cargo fleet; studying 
the selection of proper airplane; not interested in Government loan guarantee 
but would not oppose permissive legislation to establish such a program. 

In addition to the letters, some amplification before the Board on September 1 
was offered by eight of the carriers who had submitted letters. Five parties 





2 American, Capital, Continental, Panagra, Northwest, Flying Tigers, Slick, TWA. 
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who had not submitted comments spoke orally. A precis of comments made 
at the September 1 meeting follows: 

American Air Lines (Mr. Howard C. Westwood): This program puts the 
emphasis in the wrong place—the cart before the horse. What is needed is a 
suitable engine. This takes research and development money in large amounts. 
This is what the Government should be appropriating rather than be under- 
taking a loan guarantee program. The loan guarantee program will work 
against the ultimate objective by contributing to maintaining the status quo of 
second-rate aircraft. 

sraniff (Mr. Charles Beard): The guarantee loan will not make a substantial 
contribution. The first problem is to develop a cheaper aircraft than any one 
now under consideration. The Government should develop the airplane first. 

Capital (Mr. Walter H. Johnson) : Development of aircraft is the first pri- 
ority—not only long-range but a medium-range hauler. Doubt if the guaranteed 
loan program would produce as fast a result as would a Government-subsidized 
research and development effort. 

Continental Air Lines (Mr. Edward Leasure): Not absolutely necessary to 
have guaranteed loans but it would move the program faster. Continental 
favors the program as being helpful in arranging financing. 

*anagra (Mr. Douglas Cambell) : We prefer subsidy to a loan guarantee pro- 
gram. 

Pan American (Mr. John C. Leslie): Foresee no difficulty in arranging pri- 
vate financing, but the guaranteed loans will increase interest in the aircargo 
program. Pan American prefers program to be designed to prohibit operators 
from acquiring equipment and then using it to skim the cream from the routes 
which they operate as a public utility. Historically, in the past 30 years, trans- 
port aircraft had first been developed as the result of Government and research 
programs. 

Northwest Air Lines (Mr. Gordon Bain): Unqualifiedly favor. Northwest 
‘an finance without but would be much more able to finance with Government 
guarantees. Does not agree with American’s concept that the Government re- 
search program must come first. Thinks proposed legislation would stimulate 
the purchase of aircraft, would stimulate manufacturers in constructing suit- 
able, low operating cost aircraft. 

Flying Tigers (Mr. Robert Prescott): Flying Tigers found the means of ac- 
quiring the aircraft it needed outside of the United States. The fact that 
Canada had a loan guarantee program was not the deciding factor. Tigers had 
sought everywhere in the United States for a suitable aircraft and only after 
finding the Canadian aircraft to be the only suitable one did we happily dis- 
cover that the Canadian Government had a loan guarantee program. 

Slick Airways (Mr. William Miller) (Steptoe and Johnson): Unqualifiedly 
favor the legislation. There is a real need for turbine powered aircraft, and 
the legislation should be enacted only if everybody favors it, because there are 
differing needs. No one needs to use it who does not want to. The situation 
is no different from the loan guarantee program for local service carriers. 

Seaboard and Western Airlines (Mr. John H. Mahoney): Unqualifiedly sup- 
port the program as being one step in the ultimate development of the aircargo 
industry. 

Trans World Airways (Mr. Thomas Taylor): Most helpful thing would be a 
Government research and development program but failing it, the loan guarantee 
program would be of: great assistance. It should not be the only thing. There 
are many other steps that should be taken. 

Independent Airlines Association (Mr. Clayton Burwell) : Supplemental air 
carriers support the loan guarantee program. The loan guarantee program is a 
program of progress and would be a step forward for the carriers who are un- 
able otherwise to buy equipment. 

Southern Air Transport (Mr. F. C. Moore): Favors any sort of program 
which would assist small operators in developing their capability to service the 
industry generally. 

From ‘the written comments, plus the oral presentations it appears that the 
positions of the carriers who commented fell loosely into three groups: those 
favoring, those opposing, and those neutral. The following parties seem gen- 
erally to favor a Government laon guarantee program: AAXICO Airlines, 


®Braniff. Pan American, Seaboard and Western, Independent Airlines Association, 
Southern Air Transport. 
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ASA International Airlines, Capital Airlines, Continental Airlines, Independent 
Airlines Association, Mohawk Airlines, Northeast Airlines (position not exact), 
Northwest Airlines, Riddle Airlines, Seaboard & Western, Slick Airways, South- 
ern Air Transport, Trans Caribbean (position not exact), Trans World Airlines, 

The following seemed to oppose such a program: American Airlines, Braniff 
Airways, Eastern Airlines (position not exact), Flying Tigers, Pan American 

(position not exact). 

The following were essentially neutral: Delta Airlines, Panagra, United 
Airlines. 

CiviL AERONAUTICS BOARD, 
Washington, D.C., August 19, 1959. 

The general question of providing for Government guarantee of private loans 
to air carriers for the purchase of newly developed turbine-powered cargo air- 
craft designed for the carriage of property and mail rather than passengers has 
recently been under active study by various interested Government agencies, 
including the Civil Aeronautics Board. 

Up to the present time, the volume of aircargo has been disappointing, especially 
in terms of the predictions made for the industry in the postwar period. Although 
a considerable growth has taken place over the years, it is widely recognized 
that the vast potential that exists for the carriage of aircargo has largely re- 
mained untapped. On the financial side, cargo business has generally been un- 
profitable particularly for all-cargo operations. 

The Board believes there is no doubt that the failure of the industry to 
realize its cargo potential is attributable in large part to the lack of modern 
specialized aircraft designed to carry cargo profitably at low rates. The Board 
believes that the development, production, and operation o1 such airecaft would 
greatly expand the demand for cargo air transportation and ‘vould plac«: all-cargo 
services on a paying basis. Accordingly. the Board strongly favors suen Govern- 
ment action as is required to encourage the development of modern cargo 
aircraft. 

There is a pending question as to the desirability and need for Government 
guarantee of loans for the procurement of turbine-powered cargo aircraft and 
related ground support equipment. The Board does not at the present time 
possess sufficient information from which to determine whether the underwriting 
by the Government of private loans is in fact needed to promote the development 
and purchase of cargo aircraft. 

Because of the tremendous importance the Board attaches to the problem of 
the sound and thorough development of aircargo and appropriate cargo aircraft, 
the Board desires to meet with representatives of interested air carriers for the 
purpose of obtaining the carriers’ views on the question of the need for a Govern- 
ment guarantee loan program for newly developed cargo aircraft, together with 
any other suggestions for the improvement of the aircargo situation, aside from 
matters directly involved in formal proceedings now pending before the Board. 

The meeting has been scheduled for September 1, 1959, at 10 a.m., in room 1027, 
of the Universal Building in Washington, D.C. The meeting is expected to be an 
informal session and not a formal proceeding. An official transcript of the dis- 
cussion will be maintained, however, in order to afford the Board and the inter- 
ested carriers a permanent record of the discussion, as well as to avoid any pos- 
sible question arising as to improper discussions of proceedings pending before 
the Board. 

It would be helpful if you could furnish the Board by August 27, 1959, a brief 
written statement reflecting your views on the subject under discussion with 
particular reference to the following points : 

1. The need for modern turbine-powered cargo aircraft : 

2. A brief statement of your plans for acquiring and financing any cargo air- 
craft which you do not already have in operation ; 

3. Assuming no change in conditions presently existing as affecting your com- 
pany in the aireargo market, a statement as to whether a Government guarantee 
would be needed to enable your company to acquire cargo aircraft on reasonable 
terms and whether such guarantee would be likely to increase your interest in 
the acquisition of a modern cargo fleet. 

This letter and invitation are being transmitted to each certificated domestic 
and international trunkline, each certificated cargo carrier and each certificated 
supplemental air carrier. 
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The Board would appreciate your advice prior to September 1, 1959, whether 
your company desires to be represented at the meeting with the Board and, if so, 
the names of your representatives expected to attend. 

Sincerely yours, 
JAMES R. DurRFEE, Chairman. 


COM MENTS OF CARRIERS RECEIVED BY THE CAB 


ASA INTERNATIONAL AIRLINES, 
St. Petersburg, Fla., August 25, 1959. 
Mr. JAMES A. DURFEE, 
Chairman, Civil Aeronautics Board, 
Washington, D.C. 

Dear Mr. DurFEE: This will acknowledge your letter of August 19, 1959, regard- 
ing the guaranteeing of loans by the Government for the purchase of turbine- 
powered cargo aircraft. This company is very much interested in the view of 
the Board as expressed in said letter and certainly will avail itself of the invita- 
tion of the Board to have a representative at the informal meeting scheduled for 
September 1. 

In answer to your specific questions : 

(1) There is a definite need for turbine powered aircraft to provide economical 
direct cost operations (at high speeds) which will conform to high-altitude, short- 
runway requirements in areas in Latin America served by this company. 

(2) We have no plans for acquiring and financing any turbine powered equip- 
ment at the present time ; however, we are constantly analyzing the effect of such 
equipment on our route system with the view that such equipment is the key 
to our future success. 

(3) A Government guarantee would be extremely helpful in enabling ASA 
to acquire such equipment and make possible a sooner transition than otherwise 
possible. 

The name of our representative attending the meeting in Washington, D.C., 
September 1 will be C. Booker Powell, vice president. 

Very truly yours, 
L. E. HARMON, Chairman of the Board. 


AMERICAN AIRLINES, 
New York, N.Y., August 25, 1959. 
Hon. JAMES R. DURFEE, 
Chairman, Civil Aeronautics Board, 
Washington, D.C. 


DEAR Mr. CHAIRMAN: I acknowledge your letter of August 19, which asks 
certain questions about a program of Government-guaranteed loans for the 
purchase of cargo aircraft. 

May I first answer your specific questions and thereafter discuss some of the 
broader aspects of the situation? 

1. The need for turbine-powered cargo aircraft: There is need for a more 
efficient, more economical type of aircraft for cargo transportation. This air- 
plane should, in our opinion, be powered with turbine engines. 

2. American’s plans for acquiring cargo planes: We have entered into a con- 
tract with Douglas Aircraft to convert 10 DC-—7 planes for all-cargo transporta- 
tion. They will be efficient cargo carriers. They should permit a reduction in 
overall costs per ton-mile compared with the DC-6 aircraft and will provide, 
when needed, nonstop cargo service from coast to coast. 

The total cost of this conversion project will approximate $4 million. The 
first of the airplanes will be delivered in September 1959. Arrangements have 
been made for the necessary financing and no Government loans or guarantees 
will be needed. 

American is also in the market for a suitable turbine-powered cargo airplane. 
We have examined several proposals for aircraft of this type and are continuing 
our study. 

3. Would the availability of Government-guaranteed loans increase our inter- 
est in the acquisition of cargo aircraft? Our decision to acquire cargo aircraft 
will depend solely on the availability of aircraft that are economical. We are 
confident that funds from private sources can be raised if we can make an ade- 
quate showing that the fleet to be acquired will operate with profit. 
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The availability of Government-guaranteed loans would not increase our 
interest in the purchase of cargo aircraft. 


GENERAL OBSERVATIONS 
National policy 


The United States has consistently rejected the policy, popular in most 
European countries, of Government operation of its air transportation systems, 

Instead, as a matter of national policy, we have preferred the development of 
air transportation by private enterprise, believing that over the long run a trans- 
port program is sound only if it makes good economic sense. It is no coincidence 
that the United States today leads the world in air commerce. 


Effect of Government loans on construction of cargo aircraft 


The reason a suitable cargo airplane has not been manufactured before now 
has little to do with airline financing, private or Government: 

1. No manufacturer is likely to design and produce a new cargo airplane unless 
he firmly believes that the airplane can be sold in sufficient number to recoup his 
costs and produce a profit. 

2. The manufacturer is not likely to sell any of his airplanes to the airlines 
unless he can make a good showing to potential customers that the airplane can 
be operated with profit. 

3. If this showing can be made, airlines will want to buy the airplanes, and 
if the operating estimates are realistic, private financing should be available, as 
it has been in the past. 

4. The determining factor (i.e., the profitability of the cargo plane) is not 
altered by the existence of Government loans. Whether the money is raised 
from private sources or borrowed from the Government, it still must be repaid 
by the carrier. And the only way it can be repaid is through efficient, profit- 
able operation with the aircraft. But such an operation can and should be 
privately financed, 


Dangers in Government financing 


It will be difficult, if not impossible, to avoid the implication that a Govern- 
ment loan program is needed to accomplish something which is not econom- 
ically justified and for which private funds are not available. Many will 
remember the early days of the Reconstruction Finance Corporation. This 
agency provided a constructive program of aid during a time of emergency, 
but it numbered among its tests one to the effect that private capital was not 
available to the enterprise to be financed. 

Two possibilities deserve your consideration : 

(a) If the implication is correct, and the purchase of cargo planes cannot 
be justified on an economic basis— 

(1) This inducement to abandon sound economic judgement could pro- 
duce the result that it bankrupts those it intends to benefit ; 

(2) It may saddle the Federal Government with loans it cannot collect; 

(3) It will make more difficult the attainment of sound economic con- 
ditions in the air transportation industry, one of the primary objectives 
of the Civil Aeronautics Act. 

(b) If the implication is wrong, and the purchase of the cargo planes and 
their subsequent operation can be justified on a sound economic basis, then 
Government loans should not be needed. 


Lack of private capital has not prevented the construction of cargo aircraft. 
What has? 

Many well-informed people in the air transportation industry have the opinion 
that the cart is before the horse; we are discussing the financing of an air- 
plane that cannot be built until a suitable powerplant is available for it. 

The air cargo industry is waiting for an adequate airplane, one which will 
provide transportation service at a cost sufficiently low to tap the cargo poten- 
tial known to exist. 

What is lacking is funds for research and development at the design level, 
not the airline purchase funds. 

SUMMARY 


No one can dispute the premise that we should find a way to produce a more 
efficient cargo airplane; there is both a civilian and a military need for an air- 
plane of that type. It is also generally accepted that the airlines and the 
Government should cooperate in this desirable objective. 
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We believe that the cooperation should come in the direction where the real 
need lies—in the development of a suitable powerplant and an airframe of 
modern design—an airplane that can operate with low costs. This is the first 
step, and once taken, the rest should not be @ifficult. 

In my opinion, no case has yet been made for a program of Government- 
guaranteed loans for the acquisition of cargo aircraft. We believe that the 


loan program should not be authorized until better justification for it can be 
demonstrated. 


Sincerely yours, 
C. R. Smita, President. 


UniTep Arr LINES, 
Chicago, Iil., August 26, 1959. 
Mr. JAMES R. DURFEE, 
Chairman, Civil Aeronautics Board, 
Washington, D.C. 


Dear Mr. DurFee: This will acknowledge your letter of August 19, 1959, 
regarding newly developed turbine-powered cargo aircraft and problems asso- 
ciated with their development and acquisition. 

United Air Lines is vitally interested in the development of all forms of air- 
eargo. In the 5-year interval between 1953 and 1958 we have doubled our 
cargo volumes, and in the first 6 months of 1959 showed a 26-percent increase 
over the same period in 1958. 

During the first 6 months of this year we accommodated 64 percent of our 
total cargo volume in the cargo capacity of our passenger carrying fleet, and 
36 percent in our present fleet of seven DC-6A all cargo aircraft. 

In order to accommodate the increasing cargo volumes contemplated over the 
next 2 or 3 years, we will have available to us the greatly increased cargo 
carrying capacities of our fleets of 40 Douglas DC-—S and 18 Boeing 720 jet 
passenger aircraft as we place these airplanes into service during this period. 
In order to further augment this cargo carrying capacity, we have in addition, 
made firm commitments to convert six of our present DC-7 passenger aircraft 
to all-cargo configuration. Funds for completing this conversion are presently 
available and the program will be completed before the end of 1960. This will 
provide us with an all-cargo fleet of 13 four-engine piston-powered aircraft at 
that time, which together with the large cargo capacity of our jet passenger 
fleet, will result in an increase of about 75 percent in our overall cargo lift 
capability, and should provide us with the needed increased cargo capacity for 
the period immediately ahead. We regard this as an interim provision until 
such time as appropriate turbine-powered cargo aircraft become available. 

We are presently engaged in a thorough evaluation of the future aircargo 
problem. This involves consideration of the various types of turbine-powered 
cargo aircraft, and estimates of increased volumes that can be generated at 
tariff rates that these aircraft can realistically be expected to permit. Our 
recent visits with the aircraft manufacturers, both domestic and foreign, have 
discovered discrepancies in forecasts and costs, and these must be reconciled. 
To date we have remained silent on the problem because our evaluation is not 
yet complete. 

Because we have no completed solution to offer at this time, we do not plan 
to be represented at the meeting with the Board on September 1, 1959, to dis- 
cuss this subject. We would welcome an opportunity, sometimes in the future, 
to sit down with you and others concerned and reconcile the differing views 
when these have become clarified. 

We regard the development of the cargo side of our business as a serious 
responsibility. Selection of the proper airplane is only a part of the problem. 
Even when we reach a decision as to that airplane, then there will have to be 
further development and changes in ground organization and facilities to en- 
able that airplane to realize its potentialities. After all this has been worked 
out, if we find we can offer a service profitable to both the shipper and our- 
selves, then we would definitely be interested in acquiring the appropriate type 
of turbine cargo aircraft to accomplish this. 

We have learned from experience that if a program is a sound one, it can, 
under the proper climate, be privately financed and we would, therefore, not 
be interested in a Government loan guarantee to assist us in acquiring our 
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turbine-powered cargo airplane fieet. On the other hand, if there is an interest 
in a guarantee by other carriers, we would not oppose any permissive legisla- 
tion to establish such a program. 

Sincerely, 
W. A. PATTERSON. 


PAN AMERICAN-GRACE AIRWAYS, INC., 
New York, N.Y., August 26, 1959. 

Hon. JAMES R. DURFEE, 

Chairman, Civil Aeronautics Board, 

Washington, D.C. 


Dear Mr. CHAIRMAN: In the temporary absence of Mr. Shea, the undersigned 
acknowledges receipt of your letter to him dated August 19 on the subject of 
cargo aircraft and related matters, and expects to attend the September 1 
meeting on behalf of Panagra. 

The follcwing is a brief written statement of our views which you have asked 
us to place in your hands by August 27: 

1. The need for modern turbine-powered cargo aircraft: It appears to us in- 
appropriate 10 express an opinion concerning this need in general, and there- 
fore we confiue our views to the situation as we see it with respect to our own 
operations in which the cargo traffic and potential is that which moves between 
the United States and certain points in South America. The serious problem 
which we have encountered in developing this cargo movement since we first 
began carrying what was then called air express in the early 1930's, has 
stemmed from the fact that it is essentially and predominantly a one-way move- 
ment from north to south owing to the fact that the goods exported from the 
South American countries to the United States consist almost entirely of bulk 
raw materials and staple commodities which cannot afford to pay aircargo rates 
(even at the low ton-mile rates which have recently been claimed for turbine 
powered cargo aircraft, which are still much higher than surface transportation 
rates), particularly since the timesaving provided by air transportation as com- 
pared to surface transportation is not of very significant importance with respect 
to this type of goods. The southbound aircargo movement of manufactured 
goods of higher value, for which speed is important, has developed very gradually 
over the years, and it is only within the last 2 vears that the volume has become 
sufficient to justify a once-weekly scheduled all-cargo flight to supplement the 
carriage of cargo on our twice-daily passenger aircraft and to provide for the 
earriage of bulky shipments. Because of the essentially one-way character 
of the movement, as described above, even this operation is not profitable and, 
in fact, does not quite break even, but we continue operating it with fully 
depreciated obsolescent aircraft in an effort to develop a cargo movement for 
the future and in the belief that it is useful as an adjunct to our passenger 
movement. 

While we concede that somewhat lower rates would probably increase the 
cargo movement, we have some doubt that the resulting revenue, at the rates 
which would attract such additional traffic, would justify financially the large 
investment involved in acquiring new, specially designed turbine-powered air- 
craft for use on our routes, given the necessarily high depreciation, interest, 
and amortization charges, combined with the one-way character of the move- 
ment and relatively low utilization in the near-term future. 

2. Our plans for acquiring and financing any cargo aircraft which we do not 
already have in operation: We are currently considering the modification of a 
DC-6B or DC-7B to all-cargo configuration to substitute for the DC—4s we are 
currently using on the operation mentioned above. Despite the softness of the 
present used-aircraft market, it is believed that this moderate investment in 
conversion can be financed by the sale of one or two DC—4s which would become 
surplus when this plan is carried out. 

3. Government guarantee of private loans to air carriers for the purchase of 
newly developed turbine-powered aircraft: In our view, and insofar as our routes 
are concerned, a much more effective method of accomplishing the Board's 
objective to achieve sound and thorough development of aircargo and appropriate 
eargo aircraft would consist of action by the Board to make our all-cargo opera- 
tions eligible for subsidy when required. This is the method which during the 
last 30 years has successfully developed U.S. air transportation, principally of 
passengers and mail, and which has made feasible periodic reequipment with 
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improved and more efficient types of aircraft and financing of purchase of same 
through normal commercial processes without Government-guaranteed loans. 
There is no reason to believe that this method would not soundly develop cargo 
operations with equal success over a period of years. 

If an aircraft is economically justified, and traffic and revenue is available to 
support it and pay off the investment, we would anticipate no difficulty in 
acquiring it without guaranteed loans, as we have done in the past. If sound 
estimates and experience show the traffic and revenue to be insufficient, guaranteed 
loans would not encourage such acquisition. 

Very truly yours, 
DouGLAS CAMPBELL, 
Vice President and General Manager. 


RIDDLE AIRLINES INC. 
Miami, Fla., Avgust 27, 1959. 

Hon. JAMES R. DURFEE, 

Chairman, Civil Aeronautics Board, 

Washington, D.C. 

Dear Mr. DurFEE: Thank you for the opportunity to explain our specific needs 
for turbine-powered aircraft and the difficulties we are experiencing in acquiring 
such aircraft in the absence of a governmentally guaranteed loan. 

1. What are Riddle’s needs for modern turbine-powered aircrafts? Compared 
to most of the large all-cargo carriers Riddle must be classified as a relatively 
short-haul operator, having an average length of hop of only 474 miles. For many 
years, we have been using the only airplane even remotedly suited to our 
peculiar requirements as such an operator—the C-46. However, despite an overall 
load factor of 72.6 percent in the first quarter of this year and significantly higher 
load factors on some of our routes we have been unable to operate a profitable 
operation because of the inefficiency of this aircraft. Quite simply what we require 
is a faster aircraft, with greater capacity, which can be operated at significantly 
lower operating costs. Happily such an aircraft is now available. We have de- 
termined after the completion of many detailed studies that the Argosy (AW659), 
a modern four-engine, turboprop airplane designed especially for cargo, is 
eminently suited for our needs as a short haul operator. This is not to say that 
every cargo operator could use this aircraft profitably. The longer haul oper- 
ators would undoubtedly require larger, faster aircraft than the Argosy. How- 
ever, we believe that the Argosy fills our more difficult requirements for a 
short-haul cargo aircraft. On our average haul, it would be 58 miles per hour 
faster than the C—46 and would permit us to nearly double the capacity we now 
offer. If we were able to acquire these aircraft we could cut our total direct 
operating costs by one-third and our station costs by 40 percent. In addition, 
the Argosy is equipped with Rolls Royce turbine engines, the most proven turbine 
engine in the world, which have been used with great efficiency on the Viscount 
now operated by both Capital Airlines and Continental Airlines. 

In short, this Argosy aircraft could change Riddle from what is now a losing 
operation into a profitable one. We have calculated that on Riddle’s existing 
system the Argosy would cause a breakeven operation in 1961, assuming only a 
20 percent increase in traffic over that developed in 1957. Of course, it is unreal- 
istic to assume that our traffic will not increase more than this in view of the 
growth in the past 2 years of approximately 30 percent on our east coast routes 
and between 50 and 100 percent in the Midwest 

2. What are your plans for acquisition and financing of new cargo aircraft? 
Riddle and the manufacturer have agreed on a tentative contract for the pur- 
chase of four Argosy aircraft. 

8. Is a guarantee essential to acquire new cargo aircraft? If a guarantee 
were available today, Riddle already would have entered into a firm contract 
for the four Argosy aircraft for the earliest delivery. Riddle has not been able 
to arrange financing for the purchase of these aircraft in the absence of such 
legislation. Of course, we are going to make every attempt to arrange financing 
for these aircraft. However, at the moment we have no assurance that our 
attempts will be successful. 

Sincerely yours, 
EpwarD T. THOMPSON, Jr., 
Senior Vice President and Treasurer. 
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THE FLYING TIGERS, 
Burbank, Calif., August 26, 1959. 
Hon. JAMES R. DURFEE, 
Chairman, Civil Aeronautics Board, 
Washington, D.C. 


DEAR Mr. DurFEE: In order to get this statement to you by August 27, 1959, 
as you have requested, I am writing to you in response to your letter of 
August 19, 1959, to Mr. Prescott, president of the Flying Tigers. This is to 
advise you that the Flying Tiger Line is eager to participate in the meeting 
you have scheduled for September 1, 1959, for the informal discussion of the 
need for a Government guarantee loan program for newly developed cargo 
aircraft. Flying Tigers will be represented by Mr. Prescott, president, and 
by myself, general counsel of the company. 

We have taken note of your disappointment in the volume of aircargo developed 
as contrasted with the predictions which have been made in the past as to the 
airfreight potential. While the aircargo volumes attained have not reached 
the levels plotted in the more roseate predictions which have been made, the 
fault does not necessarily lie in the predictions. Aircargo experience indicates 
that the missing factor needed to convert the potential aircargo into reality is 
the modern cargo aircraft the development of which is the subject of your forth- 
coming meeting. 

In its past appearances before the Board, Flying Tigers avoided potential 
studies to justify its case for certification ; rather we have based our predictions 
on projections of the airfreight traffic theretofore obtained by the company. 
We did so because of the rate factor. With the equipment at hand or then 
possible of acquisition, and the operating costs they entailed, rates as projected 
necessarily were high and could attract only limited classes and volumes of 
commodities. 

The potential studies, on the other hand, point to vast potential volumes of 
traffic. But lowering rates to tap this traffic is fundamental to penetrate such 
potentials for airecargo growth. The new turbine-powered aircraft which Flying 
Tigers has now acquired under firm contract for delivery in 1961, promise 
operating economies which will permit a substantial lowering of rates. Con- 
sequently. with the lower rates Flying Tigers will offer, aircargo traffic will 
“explode,” to quote General Quesada. Flying Tigers now will affirm with con- 
fidence the predictions of high volume contained in soundly worked potential 
studies. 

Tariff changes need not wait for the turbo aircraft; anticipatory if moder- 
ate changes should come now. The current spurt in growth of aircargo is due in 
large measure to the improved service and to the rates which have been attained 
with the more efficient cargo aircraft now in service. Still lower rates will ac- 
celerate the growth of airfreight tonnage. Flying Tigers is now using 1049H 
Super Constellation cargo aircraft, the largest and most economic of the 
piston-engine equipment. Others are using DC-—6A aircraft, and announcement 
has been made of conversion of DC-7 aircraft to cargo configuration. The 
lift capacity is available; airfreight must be generated to utilize that capacity. 

The larger volumes of aircargo must be obtained to put the aircargo business 
in piston aircraft on a solid basis—and to prepare against the coming of the 
turbine aircraft which can operate successfully only if there be huge mounds of 
freight to move. This can point only to lower rates lower rates now. This 
raises a serious problem of immediate concern to both aircargo carriers and the 
Board. 

In the coming months, even before the advent of the turbine aircraft, there 
must be changes in rate structures to attract the required volumes of aircargo. 
Lower rates for mass movements must be the order of the day. Aircargo 
carriers must experiment with their tariffs to achieve the desired results. To 
engage in the trial and error that this perforce entails, aircargo carriers must 
have wide freedom of operation. 

The fine line between destructive competition and free enterprise seeking 
optimum rate levels is a fine one to be drawn. This is a line that the Board 
will be called upon to draw and to redraw in considering the impact of the 
minimum rate order on the new, explosive conditions we now must cope with. 
If company ingenuity is to be given free play, if the Board is to oversee the fast- 
moving developments to succor the public interest, and if in the process any 
measure of success is to be achieved, the rules of the game must permit fast, 
sure actions in the forthcoming 24 months. Either a new policy determination— 
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or a new tempo for processing emergency cases—must be provided by the Board 
in permitting rate changes. If not, the carriers with the new equipment may 
find themselves killed by the efficiency of their new quipment, flapping wings 
with empty holds. 

Upon this dire note I pass to the three specific requests for information con- 
tained in your letter. 

(1) There can be no question that there is a real and vital need for modern 
turbine-powered aircraft. Only such aircraft will provide the fast service and 
the low unit cost which are essential to the development of a sound commercial 
aircargo industry. Only such aircraft will be able to proffer the low rates to 
the Post Office Department which will be required to lift the mail and parcel 
post into the air under the legislation the Post Office Department now seeks 
from the Congress. And, of major importance, the turbine-powered aircraft 
are essential to provide the civilian augmentation of MATS which the national 
defense requires. 

On a lower level of considerations, now that Flying Tigers and Seaboard & 
Western have entered into firm contracts for and will receive delivery of tur- 
bine-powered aircraft, other carriers, if they are to continue competitive, will 
need turbine-powered cargo aircraft as well—aircraft which will be firmly con- 
tracted for and surely delivered. 

(2) Flying Tigers has purchased under firm contract for delivery in the first 
5 months of 1961 10 CL-441) Canadair aircraft; the requisite downpayments 
have been made, arrangements for future payments are complete, the Flying 
Tigers has completed its financing for the approximate $50 million which is 
entailed. Furthermore, Flying Tigers has in the talking stage (roughly equiva- 
lent to the agreements for the purchase of the Super Hercules by others) plans 
for shortly acquiring five additional such CL-—44D aircraft. It sees no obstacle 
to financing the additional purchases, and seeks only more detailed planning 
of its future operations to determine the best timing for the further imple- 
mentation of its fleet. 

The CL-44D airframes have been purchased from Canadair, Ltd., and their 
engines from Rolls-Royce, Ltd. Ten percent of the purchase price was paid in 
eash upon execution of the purchase contracts: an additional 10 percent will 
be paid in cash as a progress payment as the aircraft near completion, and upon 
delivery the balance of the purchase price will be paid in secured notes with the 
aircraft as collateral and payable over a 5-year period. To stimulte the inter- 
national trade of the two countries of manufacture, their respective governments 
have given to the manufacturers guarantees of payment of the notes to facili- 
tate the financing of the sale of the CL-44D’s to an American company. Obvi- 
ously this eased the way for Flying Tigers as well as for the manufacturers; 
however, for this Flying Tigers will pay substantial and costly fees, and im- 
port duties of 1214 percent. 

Cash for the initial downpayment on the CL-44D’s was obtained from the pro- 
ceeds of a private placement of $5 million of convertible debentures issued early 
this month. Future cash outlays will come from the general funds of the com- 
pany, including the remainder of the $5 million; from the sale of our Super 
Constellations; and from such additional financing, either equity or funded, as 
may be requisite when additional financing becomes necessary. 

The purchases of the CL-44D’s (simultaneously by Flying Tigers and Sea- 
board & Western) were the first purchases of any turbine cargo aircraft. At 
the time, the financial terms outlined above were the best available. However, 
these firm orders for the new aircraft apparently have created a revolution in 
thinking both in the airline and aircraft manufacturing industries and in finan- 
cial circles. Financing of new aircraft by even small companies no longer 
appears insuperable. Flying Tigers is considering refinancing which may 
provide even more attractive terms, refinancing which would eliminate the Gov- 
ernment guarantees with their concomitant costs and regulatory redtape. 

Looking beyond these acquisitions to 1963 and beyond, Flying Tigers looks 
to further increases in the turbine aircraft it plans to acquire and utilize. Fly- 
ing Tigers, after intensive study, selected the CL—-44D as the best turbovrop air- 
craft available or in prospect, and a turboprop aircraft as the type best adapted 
to the needs of the markets of the immediate future. All current d°ta point 
to a continued use of this aircraft. However, Flying Tigers is continuing to 
explore the potentialities of a turbojet aircraft, particularly for the long hauls 
once the markets for air cargo reach the size to require the larger lift of jets. 
The acquisitions of turbo-jets and the financing of such acquisitions are under 
59905—60——_5 
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active consideration. Neither the acquisition nor the financing appear too remote, 

(3) As can be seen from the foregoing, Flying Tigers is vitally interested in 
the acquisition of a large, modern cargo fleet. It has already made firm com- 
mitments for 10 turboprop aircraft; it will buy more turboprop and/or turbo- 
jet aircraft. Its future acquisitions will not be determined by the existence or 
lack of existence of a Government guarantee but by the speed with which it 
can develop its markets and place new aircraft into service. At best, the Goy- 
ernment guarantee which has been suggested would aid the financing of but a 
fraction of the number of aircraft that will be needed by any carrier converting 
to turbos. And the cost of the guarante would give pause, not to mention the 
regulatory restrictions which would likely accompany such a guarantee. In the 
competitive battle to come in airfreight Flying Tigers wants freedom of action. 

The air cargo industry, slow as has been its development, has a better initia] 
growth record than has the air passenger business. The greatest single cause 
has been the nonsubsidized competition in air cargo. To gain a modern cargo 
aircraft, competition should not be lost. The combination carriers have success 
fully financed the acquisition of large fleets of turbine aircraft which they have 
dedicated to passenger traffic. Certainly, if they desire cargo counterparts of 
such aircraft they should be capable of financing their acquisition without rely- 
ing upon the Government for more aid. It is our understanding that carriers 
such as American, domestically, and Pan American, internationally, are already 
projecting modern cargo aircraft over their routes; presumably financed. Flying 
Tigers and Seaboard & Western will be equipped to meet the competition of such 
carriers. If other carriers have management ingenuity and have developed mar- 
kets, it is possible to acquire modern aircraft. 

If a Government guarantee would serve some Government objective there 
can be no question as to its advisability: but if its purpose is merely to provide 
subsidy, it poses a serious, two-pronged threat. Subsidy will build on subsidy, 
If the Government guarantees the purchase of aircraft, does it intend to guar- 
antee their profitable use to get the Government “off the hook” of its purchase 
guarantees? Further, if subsidy is accorded its competition, Flying Tigers, too, 
would require subsidy to survive and meet its subsidized competition. If the 
purpose of Government guarantee is but a form of subsidy, Flying Tigers, for 
its part, wants none of it. 

Sincerely yours, 
NORMAN IL. MEYERS, 
General Counsel. 


STEPTOE & JOHNSON, 
Washington, D.C., August 27, 1959. 

CiIvIL AERONAUTICS BOARD, 

Washington, D.C. 


GENTLEMEN: Your letter of August 19, 1959, regarding Government guarantee 
of private loans to air carriers for the purchase of turbine-powered aircraft has 
been received by Slick Airways. It has been indicated by Slick in exhibits dis- 
tributed to the parties and the examiner in the Domestic Cargo Mail Service 
case, docket No. 10067 et al., that it has made plans to resume common carrier 
scheduled service by 1960. The first phase of resumption of service would 
employ current aircraft types. The next phase would involve the use of turbine- 
powered aircraft. This phase would not begin until 1962 unless anticipated 
conditions are altered. Thus, Slick has an important interest in and definitely 
favors the proposal for Government guarantee of aircraft loans. 

Any carrier interested in the prompt and reasonable development of all-cargo 
transportation will support this proposal. Passenger carriers, who look upon the 
airfreight business as a byproduct of passenger operations, may react negatively 
to this proposal to accelerate the use of low-cost aircraft specially designed for 
cargo. While the proposal is obviously not intended to promote the development 
of airfreight with the use of passenger aircraft, it is intended to develop the all- 
cargo end of the airfreight industry and the Board has frequently recognized 
that the future of airfreight lies in all-cargo operations, not passenger plane 
operations. Consequently, opposition motivated by passenger carrier considera- 
tions should not be allowed to enter into the evaluation of this proposal. 
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Our response to the three items for discussion listed in your letter is as 
follows : 

1. The need for modern turbine-powered aircraft: As your letter suggests, 
the development of airfreight has been disappointing. The cause of the slow 
growth of this traffic has been primarily the fact that rates have been too 
high to convert potential markets into actual airfreight movements. Rates 
must be reduced to levels of 10 to 12 cents per ton-mile before the vast quan- 
tities of freight now moving by surface means will be tapped. But current 
aircraft types require rates around 18 cents per tonmile. The turbine-powered 
aircraft which will be available in the next year or two (such as the Lock- 
heed Super Hercules and the Canadair CL 44D) are estimated to operate at 
costs permitting rates of about 10 cents per ton-mile. These aircraft thus appear 
to offer the first hope of penetrating markets presently served exclusively by 
surface carriers. Until these markets are reached, the development of air- 
freight will not be sufficient to satisfy expectations or to maintain a profitable 
all-cargo industry. Since turbine-powered aircraft with low operating costs 
which will enable carriers to make the required rate reductions are needed to 
attract traffic from these markets, there is a definite need for this type aircraft. 

2. Plans for acquiring and financing cargo aircraft not already in operation: 
On July 15, 1959, Slick executed a letter of intent to purchase up to six Lockheed 
Blectra aircraft. These planes would be in service by 1961 and would serve 
as an interim type equipment until turbine-powered specially designed cargo air- 
craft can be obtained. The investment in this equipment would be $16 million. 
Financing must be arranged with private sources of capital. 

A letter of commitment to purchase six Lockheed Super Hercules was also 
executed by Slick on July 15, 1959. These planes would be received in 1962. 
Five more of these planes could be purchased by Slick for service in 1968. 

The aggregate cost of the equipment program being considered by Slick is 
approximately $52 million. Private sources of capital would be used for 
financing. 

8. Need for Government guarantee of loans: Certainly without subsidy eli- 
gibility and permanent certification of the all-cargo carriers, Government guar- 
antee of loans for the purchase of modern jet aircraft by these carriers is 
essential. Lenders need new assurance that the all-cargo carriers will not be- 
come financially disabled before payment of the loans on jet equipment pur- 
chases, if financing is to be available on terms which the all-cargo carriers can 
accept. Without subsidy eligibility and permanent certification, Government- 
guaranteed loans would be the only means of obtaining such financing. Even 
with Government guarantee of loans, the all-cargo carriers should be eligible 
for subsidy and hold permanent certificates, in order to be certain of the kind 
of financial stability which will attract capital on the terms needed to develop 
a profitable growing industry. 

In the past Slick has been compelled to pay interest rates up to 15 percent 
on capital. Financing should be available at a cost of about 5 percent if the 
all-cargo industry is to develop properly. Government guarantee of loans would 
be an important means for obtaining this kind of financing. 

We shall be glad to supply any additional information you desire. The com- 
pany desires to be represented at the meeting scheduled for September 1, 1959, 
and will advise the Board of the name of its representative before that date. 

Very truly yours, 
STEPTOE & JOHNSON, 
Counsel for Slick Airways, Inc. 


TRANS CARIBBEAN, 
New York, N.Y., August 28, 1959. 
Hon. JAMES R. DURFEE, 
Chairman, Civil Aeronautics Board, 
Washington, D.C. 


Dear Mr. CHAIRMAN: Reference is made to your letter of August 19, 1959, 
concerning the question of Government guarantee of private loan for purchase 
of newly developed turbine-powered aircraft. 

Trans Caribbean feels that there is a vital need for modern turbine-powered 
cargo aircraft for the reasons, among others, as stated in your letter, that 
such aircraft can indeed make possible the ability to carry cargo profitably at a 
much lower rate than at present; and, with enhanced speed and capacity, should 
substantially expand the aircargo market. Trans Caribbean has been endeavor- 
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ing further to develop cargo revenue on its Puerto Rican route as a means of 
supplementing and strengthening its operations in the mission for which it was 
certificated between New York and Puerto Rico. The following is in response 
to your specific questions. 

We have for some time been exploring various possibilities of new cargo air- 
craft and are currently engaged in active discussions with Canadair in connec. 
tion with the CL—44. 

We could not fairly state at this time that a Government guarantee would be 
required to enable us to acquire turbine-powered aircraft on reasonable terms, 
As is evident from the foregoing, our active interest, past and present, has not 
been predicated upon the possibility of such legislation. It is quite probable, 
however, that financing could be arranged on possibly more favorable terms 
under a Government guarantee than might otherwise be provided. 

We are greatly interested in all facets of the program and would desire to 
be represented at the meeting with the Board to be held on September 1, 1959, 
Mr. Irving M. Buckley, executive vice president, and/or Mr. Theodore I. Seamon, 
Washington counsel, will be expected to attend. 

Sincerely yours, 


an” bee” ae Ott eo 


O. Roy CHALK. 


NorRTHEAST AIRLINES, August 27, 1959. 



































Hon. JAMES R. DURFEE, 
Chairman, Civil Aeronautics Board, 
Washington, D.C. 


Dear Mr. CHAIRMAN: In Mr. Austin’s absence, it is my pleasure to acknowl 
edge receipt of your letter of August 19 regarding the proposed program for Gov- 
ernment-guaranteed loans to assist in the acquisition of turbine-powered cargo 
aircraft. 

While we recognize that, on an industrywide basis, the development of 
equipment which will produce a ton-mile cost of 10 to 15 cents would undoubted- 
ly succeed in breaking through the barrier that presently exists with respect 
to the movement of property and mail by air, Northeast Airlines believes that 
its present route structure limits to a great extent potential earnings from the 
air transportation of property. With a ton-mile load factor of less than 42 
percent in the first 6 months of 1959, we have plenty of unused capacity at 
present which we should like to fill before embarking on a program aimed 
exclusively at nonpassenger revenue. Accordingly, I must indicate that at this 
time our company has no plans for acquiring any all-cargo aircraft. It is 
self-evident, however, that, should our outlook in this connection change, the 
possibility of obtaining a Government guarantee would unquestionably make 
equipment acquisition easier. 

We shall, of course, be delighted to send a representative to the September 
1 meeting on this important subject. Mr. Baden Peters of our Washington 
office will attend on behalf of Northeast Airlines. 

Very truly yours, 
REMBRANDT P. LANE, Jr., 
Vice President, Finance, and Treasurer. 





LAW OFFICES OF COATES LEAR, 
Washington, D.C., August 27, 1959. 

JAMES R. DURFEE, 

Chairman, Civil Aeronautics Board, Washington, D.C. 


DeaR Mr. DurFeeE: Mr. Howard J. Korth, president of AAXICO Airlines, 
Miami, Fla., has requested me to reply to your recent letter to him concerning 
the financing of new cargo aircraft. 

Initially, it should be noted that since 1947 AAXICO Airlines has engaged ex- 
clusively in the air freight business. At the present time, the company owns 
40 C-46 cargo aircraft and also 2 DC-GA cargo aircraft. Practically all of the 
C—+46’s are presently utilized in the operation of a domestic air cargo contract 
for the U.S. Air Force whereas the two DC-6A’s are currently on lease to other 
earriers. 

During the period November 15, 1956, to July 1, 1959, AAXICO Airlines oper- 
ated an air freight common carrier service over route No. 121, particularly in the 
New York-Atlanta-New Orleans area. Although this service resulted in sub- 
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stantial losses AAXICO is convinced that the operation can be made profitable 
if route No. 121 is extended so as to obtain sufficient route mileage to permit 
economic operation of more efficient cargo aircraft. 

Specifically, AAXICO Airlines is seeking in docket No. 10067 (The Domestic 
Cargo Mail Service case) to extend the southern terminal of route No. 121 from 
New Orleans to Houston. 

Pending a decision in docket No. 10067, AAXICO has no specific plans for 
acquiring modern cargo aircraft for the reason that there are no such planes 
in existence which could be economically operated over the route as presently 
constituted. In other words, AAXICO Airlines believes that the short-haul 
characteristics of route No. 121 must first be eliminated (or at least modified) 
pefore any specific plans can be undertaken for the acquisition of a fleet of 
modern cargo aircraft. 

Although AAXICO is a relative small company, it has consistently oper- 
ated at a profit and is currently in an excellent financial condition. The com- 
pany is in a position at the present time to contribute at least $2 million to the 
acquisition of a fleet of modern cargo aircraft. This amount could be contri- 
buted without the necessity of raising any additional equity capital. 

It is believed, however, that a Government-guaranteed loan on a new cargo 
aircraft would greatly facilitate the ability of AAXICO to obtain additional 
capital under reasonably favorable conditions. Conversely, AAXICO Airlines 
believes that without a Government-guaranteed loan it would be most difficult 
for the company to obtain additional financing because of the general depression 
in the air cargo industry. 

I plan to attend the hearing on September 1, 1959, and hope to have an op- 
portunity to elaborate on the above statements at that time. 

Very truly yours, 
Coates LEAR. 


St. Pau, MINN. 
JaMES R. DURFEE, 
Civil Aeronautics Board: 


Northwest fully supports program for Government guarantee of private loans 
to air carriers for the purchase of newly developed turbine powered aircraft 
designed for the carriage of property and mail. However to be fully effective 
such a program must inevitably be tied in with a program designed to permit 
U.S.-flag carriers to participate on a reasonable basis in Department of Defense 
passenger and cargo traffic. Gordon Bain will represent Northwest at your 
meeting on September 1. 


DONALD W. NYROP, 
President, Northwest Airlines. 








EASTERN Arr LINES, INC., 
New York, N.Y., August 27, 1959. 


Hon. JAMES R. DURFER, 
Chairman, Civil Aeronautics Board, 
Washington, D.C. 


DEAR Mr. DurRFEE: We have noted your letter of August 19 to Mr. Armstrong, 
our president, with regard to air cargo. 

The air cargo market has remained untapped primarily because of highly 
efficient surface cargo and freight services available today, especially on Eastern 
Air Lines’ routes. 

The development of large truck and trailer units which combine low operating 
costs, large capacity, and reasonable speed, have captured much of the cargo 
market from the railroads since the advent of a good high speed highway sys- 
tem for distances up to 600 or 700 miles. 

With the superimposing of the administration’s highway program on top of 
our good trunklines, the truck and trailer combinations will undoubtedly be able 
todo a faster job at a lower cost. 

While this prevails over distances which give the cargo shipper practically 
overnight service, it is admitted that there is a cargo transportation need for 
greater distances to meet the needs of the shipper. 

On the other hand, it is a well-known fact that speed costs money, and that 
block distance has a substantial effect on operating costs. Thus, long distances 
between stops are required to bring the cost of air cargo to competitive figures 
to that of truck freight transportation. 
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There has not been available to date, nor do we see in the immediate future, 
a cargo aircraft which will be able to successfully compete with the highly 
efficient truck and trailer combination in trailer loads. 

At the presently foreseeable costs, air freight will consist primarily of 
emergency cargo and cargo having a relatively high value per pound or cubie 
foot, particularly on Eastern’s routes. 

Another advantage of the truck is that it permits so-called store-door 
delivery, and thus eliminates the cost and the time element involved in double 
cargo handling. 

It is not believed that any special cargo aircraft designed today, in accordance 
with the latest state of the art, could be economically and profitably operated 
on distances averaging less than 1,000 to 1,200 miles between stops, and between 
community centers having sufficient cargo potential both ways. 

As a matter of fact, if detailed costs of operation are analyzed, it will be 
quickly recognized that any practical cargo aircraft must be large and fly long 
distances between stops to obtain lowest possible flight costs and minimum 
freight handling costs. 

In my opinion, a suitable cargo aircraft might well be a 1,000-ton payload 
flying boat because, as a matter of national defense, we must think of large 
overseas operations as well as domestic schedules. 

Pure jet powered aircraft may not be necessary domestically because they 
are bound to be more expensive to operate, and turboprop powered aircraft 
appear to be more likely to meet the overall domestic cargo requirements. 

Now, specifically, answering the three points in your letter: 

(1) There is no question that the air transport industry will need modern 
turbine powered cargo aircraft to successfully develop in an efficient and 
profitable air cargo market. 

(2) When a suitable cargo aircraft is available, and studies indicate that 
it can be profitable and furnish the desired service, Eastern Air Lines will 
find a way to finance its purchase. 

In the meantime, we, of Eastern Air Lines, believe that for the next few 
years the modification of presently depreciated larger passenger aircraft presents 
the most logical approach. 

Because of its route system, Eastern Air Lines does not need turbojet cargo 
aircraft but, rather turboprop powered aircraft along the lines of the new 
Lockheed Super Hercules. 

(3) The mere fact that the loan guarantee is available would not create an 
aircargo market which can only be developed at a price, that is, what the 
customer can afford to pay for the service offered. 

Thus, the primary industry problem is to design, develop, and test cargo 
aircraft which will provide a competitive overall cost of operation. 

Mr. Harrison Knapp of our Washington, D.C. office will attend the informal 
meeting you have scheduled for September 1, 1959, at 10 a.m. in room 1027, of 
the Universal Building in Washington, D.C. 

Sincerely yours, 
CHARLES FROESCH, 
Vice President, Engineering. 


DELTA AIR LINES, INC., 


Atlanta, Ga., August 26, 1959. 
Mr. JAMES R. DURFEE, 


Chairman, Civil Aeronautics Board, 
Washington, D.C. 


Dear Mr. CHAIRMAN: Reference is made to your letter of August 19 with 
respect to whether or not there should be Government guarantee of private loans 
to air carriers for the purchase of newly developed turbine powered cargo air- 
craft. 

We were quite interested in your letter as Delta has been most active in 
the development of airfreight traffic for more than 15 years. Delta, in fact, 
has been the only trunkline carrier in the general south and southeastern areas 
to continuously provide since 1946, all-cargo aircraft service between the prin- 
cipal cities on its routes. 

The following are our comments which you have requested with respect to the 
items referred to on page 2 of your letter: 

(1) The need for modern turbine-powered cargo aircraft will vary to a con- 
siderable extent dependent on the routes over which such are to be operated. 
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Obviously, a carrier operating between two densely populated and highly in- 
dustrialized areas, a reasonable distance apart, each of which extensively uses 
the products of the other, would be able to sooner justify the use of these 
larger turbine cargo aircraft. On the other hand, a carrier operating primarily 
petween nonindustrial resort areas could hardly justify the use of such aircraft 
unless it made economically feasible rates sufficiently low to develop substan- 
tial volume of new airfreight. 

In any event, a determination would have to initially be made as to whether 
or not the economic characteristics of the aircraft operated would permit the 
establishment of a sufficiently low ton-mile rate to attract a volume of traffic 
appropriate to the capacity and operating costs of the subject aircraft. 

(2) Delta at the moment has no definite plans covering the acquisition of any 
additional all-cargo aircraft (Delta presently operates five C-46 cargo aircraft 
which carry a transport certification). If, however, Delta’s application to ex- 
tend its routes (as proposed in the Southern Transcontinental case, for example) 
is approved, it is entirely probable that larger capacity all-cargo aircraft will 
be required. 

(3) Whether or not we would require financing assistance in acquiring any 
additional aircraft in the future would depend on the type and number of air- 
eraft involved. If in the future an aircraft should be developed permitting a 
substantially lower ton-mile rate over segments on our system where traffic po- 
tential far in excess of that now know to us would exist, it might well be that 
the initial capital requirements for a fleet of those aircraft could exceed our 
immediate resources. 

As to the meeting which the Board is holding on September 1, 1959, our 
reprersentative will be Delta’s Washington vice president, Mr. Robert L. Griffith. 

Sincerely yours, 
C. E. WooLMAN, 
President and General Manager. 


CONTINENTAL AIRLINES, 
August 28, 1959. 
Hon. JAMES R. DURFEE, 
Chairman, Civil Aeronautics Board, 
Washington, D.C. 


My Dear Mr. CHAIRMAN: Thank you for your letter of August 19, 1959, con- 
cerning the general question of providing for Government guaranteed loans to 
air carriers for the purchase of newly developed turbine-powered cargo aircraft. 
Your letter was not received until August 24, which left no time to provide a 
written statement reflecting Continental Airlines’ views on the questions outlined 
in your letter. 

Continental Airlines has in the past, and is presently in the process of studying 
the needs for all-cargo aircraft over routes on which it is certified and is 
extremely interested in the potentials offered by Government guaranteed loans 
for the purchase of all-cargo aircraft. 

There seems to be little question but that the failure of the airline industry 
to realize its full cargo potential is directly attributable to the inability of the 
carriers to operate at rates sufficiently low to stimulate substantially increased 
traffic and, at the same time, produce a reasonable profit. Until such time 
as an aircraft is developed that could operate economically with cargo rates 
30 to 50 percent lower than present levels, the growth of aircargo will be seriously 
retarded. While we have not studied our requirements for cargo aircraft in 
terms of a Government guarantee, we do feel that such a guarantee would con- 
siderably alter our long-range plans. 

At the time your letter was received, all of the officers of the company had 
made previous commitments for the week beginning August 31 and, unfortunately, 
none will be available to take part in the discussion on September 1. We have, 
however, requested Mr. C. Edward Leasure, our attorney in Washington, to 
be present at the meeting to represent Continental Airlines. We would appre- 
ciate receiving a copy of the minutes of this meeting. 

Sincerely yours, 
Rosert F. Srx. 
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CAPITAL AIRLINES, 


August 31, 1959. 
Mr. JAMES R. DURFEE, 


Chairman, Civil Aeronautics Board, 
Washington, D.C. 


Dear Mr. DurFEE: We are delighted to be of every assistance to you in your 
effort to determine whether the guarantee by the Government of private loans 
is needed to promote the development and purchase of cargo aircraft. 

Pursuant to your inquiry, Capital is pleased to submit its views on the ques- 
tions you have posed in your letter of August 19, 1959. 

(1) If a turbine powered cargo aircraft can be developed which would permit 
lower air freight rates on an economical basis on Capital Airlines’ system, Capital 
would have a need for such aircraft. We share your belief that a modern special- 
ized designed to carry cargo profitably at lower rates than those now existing 
would expand the demand for aircargo transportation. 

(2) Capital has no immediate plans to acquire any cargo aircraft. 

(3) On the assumption the newly developed cargo aircraft would meet the 
economic yardsticks necessary to profitably sustain a cargo plane operation, 
Capital is of the opinion that a 75 percent Government guaranty program for 
certificated carriers administered by the Civil Aeronautics Board would be of 
benefit to Capital in acquiring aircraft on a reasonable basis and would increase 
our interest in the acquisition of modern cargo aircraft. 

We trust the above will provide you with the specific information you are 
seeking prior to the September 1, 1959, meeting. Capital desires to be present at 
this meeting and will be represented by the following: Mr. Walter H. Johnson, Jr., 
senior Vice president, marketing; Mr. Hayes Dever, vice president and secretary; 
Mrs. Althea O'Hanlon Gould, assistant vice president; Mr. Robert Hankins, 
members of the firm of Adair, Ulmer, Murchison, Kent & Ashby. 

Sincerely, 


Davip H. BAKER. 


Sr. PETERSBURG, FLA., September 1, 1959. 
JAMES R. DURFEE, 

Chairman, Civil Aeronautics Board, 

Washington, D.C. 

Unable to attend meeting re guaranteed loan program but reiterate company’s 
interest in and desire for this step which we believe would greatly accelerate air- 
cargo development in Latin American area. 

C. BooKeR POWELL, 
Vice President, Aerovias South Americana, 


GOVERNMENT GUARANTEE OF LOANS TO AIR CARRIERS FOR THE PURCHASE 
oF TURBINE POWERED CARGO AIRCRAFT 








POSITION OF TRANS WORLD AIRLINES 


TWA is of the opinion that turbine powered cargo aircraft currently in 
various design stages hold promise of very significant improvement in operating 
and cost characteristics over piston aircraft now employed in all-cargo service. 
These prospective improvements indicate the possibility of permitting substan- 
tial reduction of existing cargo rate levels which will greatly expand the 
volume of goods moving by air. While our studies are far from complete, we 
believe it entirely possible that the new generation of turbine cargo transports 
may permit average rates in the neighborhood of 183 cents a ton-mile on long- 
haul traffic and thus generate a fivefold expansion of domestic airfreight 
volume. This expansion would be in addition to normal historic growth, sug- 
gesting a 1965 airfreight volume about 10 times present levels. 

These prospects seem to give fair assurance that the manufacture of such 
aircraft will be found justified by one or more manufacturers in the near 
future. However, recognizing and agreeing with the several statements of 
responsible Government officials that a substantial and early expansion of 
civil airlift capability in modern turbine cargo aircraft is vitally needed to 
improve the national defense interests, we believe that additional Government 
actions can and should be taken to assure, accelerate, and expand _ this 
development. 
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First and foremost, the number of such aircraft ordered will be related to 
the prospective traffic. A Government policy or congressional directive that 
Government traffic shall be moved via civil air carriers on regular services 
whenever they are available and adequate, would greatly expand these traffic 
prospects, hence the size of the fleet acquired. A Government policy, with 
appropriate legislative authorization, for an all-up mail program using air 
transport whenever it will expedite delivery would add additional units to 
serve in peacetime and emergency. 

TWA is currently making an extensive study to develop a firm, long-range 
plan for expanded aircargo service. It has not reached a point where any con- 
elusions can be stated, but it will clearly involve the acquisition of new 
equipment, the best available at the time. 

In TWA’s view, guaranteed loan legislation cannot materially affect indi- 
vidual carrier determinations as to the number of turbine cargo aircraft which 
“an and should be acquired to serve prospective traffic. It is probable that 
Government loan guarantees would aid certain air carriers in implementing 
their equipment plans, depending on their individual financial situation and the 
state of the money market at any future time. In short, Government loan 
guarantees should be of value, and TWA supports such legislation. But Gov- 
ernment actions to expand the civil air carriers prospective cargo traffic, as 
previously discussed, would give much stronger stimulus to turbine cargo- 
transport development. 

This statement of position is submitted to the Civil Aeronautics Board on 
September 1, 1959, by Thomas K. Taylor, vice president, Trans World Airlines, 
Inc. 


SEPTEMBER 4, 1959. 
Mr. JoHN ADAMS, 
Civil Aeronautics Board, 
Washington, D.C. 


DEAR Mr. ADAMS: In connection with the discussions at your meeting this 
week, I thought you might be interested in some rough calculations recently 
made by Boeing personnel to compare the relative economic attractiveness of 
a fully depreciated reciprocating engine powered airplane and a modern turbine 
powered airplane such as the Boeing 735. You will recall that the model 735 was 
the type described in our July 21 presentation to the Board. 

In the DOC comparison on page 1, it appears that the modern airplane in- 
cluding depreciation has lower DOC’s than a reciprocating engine airplane 
which is acquired at a cost of $1. You will note that the price of the 735 
is quoted at 4.9 million which is more optimistic than the price quoted to 
some operators due to quantity limitations. However, if the jet airplane price 
is increased by $1 million per unit, the DOC follows the line of the red dots 
and is still less than the fully depreciated cargo airplane. If direct operating 
cost is the major consideration (and this is the only criteria mentioned at the 
Tuesday meeting) I share your concern regarding the apparent acknowledge- 
ment of the availability of aircraft of these characteristics by the operators, 
It was good, however, to note that Pan American did indicate that it has 
received attractive proposals for aircraft deliveries in the immediate future, 

Sincerely, 
30EING AIRPLANE Co., 
E. W. Norris. 


BorIne AIRPLANE Co., 
Seattle, Wash., September 4, 1959. 
Mr. Joun ADAMS, 
Civil Aeronautics Board, 
Universal Building, Washington, D.C. 


Dear Mr. ApAMS: In connection with the discussions at your meeting this 
week, I thought you might be interested in some rough calculations recently 
made by Boeing personnel to compare the relative economic attractiveness of a 
fully depreciated reciprocating engine-powered airplane and a modern turbine- 
powered airplane such as the Boeing 735. You will recall that the model 735 
was the type described in our July 21 presentation to the Board. 
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In the DOC comparison on page 1, it appears that the modern airplane in- 
cluding depreciation has lower DOC’s than a reciprocating engine airplane 
which is acquired at a cost of $1. You will note that the price of the 735 is 
quoted at $4.9 million which is more optimistic than the price quoted to some 
operators due to quantity limitation. However, if the jet airplane price is in- 
creased by $1 million per unit, the DOC follows the line of the red dots and ig 
still less than the fully depreciated cargo airplane. If direct operating cost is 
the major consideration (and this is the only criteria mentioned at the Tuesday 
meeting) I share your concern regarding the apparent acknowledgement of the 
availability of aircraft of these characteristics by the operators. It was good, 
however, to note that Pan American did indicate that it has received attractive 
proposals for aircraft deliveries in the immediate future. 

Sincerely, 
BoEING AIRPLANE Co., 
E. W. Morris. 
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NATIONAL AIRLINES, 
September 8, 1959, 

Hon. JAMES R. DURFEE, 

Chairman, Civil Aeronautics Board, 

Washington, D.C. 

DEAR CHAIRMAN DuRFEE: Regarding your letter of August 19, 1959, I am be- 
latedly answering on behalf of National Airlines as the matter only came to my 
attention upon my return from vacation. In your letter to G. T. Baker, our 
president, you desire to know our views concerning the purchase of turbine- 
powered cargo aircraft and in conjunction therewith the extension of a Govern- 
ment guarantee of loans for the procurement of such aircraft. 

National Airlines supports wholeheartedly the entire program and wishes to go 
on record to that effect even though we were not in attendance at your meeting 
scheduled for September 1, 1959. 

As we see it, the problem of creating a turbine-powered cargo aircraft, tech- 
nically and financially from the manufacturer, can be readily resolved if the 
manufacturer can foresee a reasonable substantial sales volume for this type 
of aircraft. This would make for an excentionally progressive step in acquiring 
a modern cargo fleet for the commercial industry to be available to the Govern- 
ment in any emergency. 

Sincerely yours, 
ALEXANDER G. HArpy, 
Senior Vice President. 


SEPTEMBER 25, 1959. 
Re guaranteed loan program. 
Hon. JAMES R. DURFEE, 
Chairman, Civil Aeronautics Board, 
Washington, D.C. 

DEAR CHAIRMAN DURFEE: At the discussions held on September 1, 1959, of 
proposals for Government-guaranteed loans to assist in the development and 
acquisition of modern cargo aircraft, you permitted Resort to file a statement 
of its views. I apologize for the delay in this letter, but it has been caused by my 
heavy travel schedule which has kept me out of town. 

Resort supports a guaranteed loan program since it believes that such a 
measure will be a valuable contribution toward the development of an optimum 
cargo aircraft and in addition would be of great assistance in acquiring presently 
available modern aircraft in the immediate future. Resort owns and operates 
a DC—4 fleet. For over a year, it has been actively studying the presently avail- 
able aircraft for conversion of its fleet to modern end-loading cargo aircraft. 
Resort’s needs for a modern cargo airplane are immediate. The military is 
putting great pressure on the industry to equip itself with a modern cargo 
aircraft in order to participate in the military cargo business. The availability 
of Government-guaranteed loans will be material immediate assistance to Re- 
sort’s program. 

Resort believes that a Government-guaranteed loan program is in no way incom- 
patible with congressional appropriations for research and development. Re- 
search and development funds in the form of Government appropriations would 
certainly be an important contribution to the objective of developing an optimum 
cargo plane. However, Resort believes that such appropriations, as a practical 
matter, would not alleviate the immediate pressing need for a good cargo air- 
plane. Certainly, research and development funds are necessary to the devel- 
opment of an advanced cargo airplane as a long-term project. They in no way 
exclude the desirability of a Government-guaranteed loan program now. The 
5 or 6 years necessary for the fruition of such an aircraft involves too long a 
period to be of assistance in meeting Resort’s or the industry’s present needs. 

Resort was quite alarmed that the September 1, 1959, conference was limited 
to the certificated cargo carriers. Resort earnestly hopes that this indicates no 
predisposition on the part of the Board to limit its thinking on the availability 
of the guaranteed loan and other assistance programs to the certificated cargo 
carriers. Resort firmly believes that the guaranteed loan and other assistance 
programs should not be limited to carriers certificated for scheduled cargo 
operations because the Government, as a matter of economics and as a matter 
of principle, should have the right to choose between a contract operator or sched- 
uled carrier as its needs and the offered prices dictate. 
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The economic advantages of free competition are no better illustrated than 
by the Government’s recent experience in contracting through open bidding for 
nearly $37 million of cargo airlift. MATS has stated that if this same lift had 
been obt ained at the cheapest published commercial rates available on the routes 
of the scheduled cargo carriers, it would have cost approximately $125 million. 
MATS has stated: a 

“If the competitive bidding principle were abandoned and all airlift purchased 
through common carriage rates, the total bid would amount to hundreds of mil- 
lions more than the airlift presently incurred” (Aviation Daily, Sept. 15, 1959, 
p. 76). i dyes ; 

As a matter of principle, it is both unfair and unwise to eliminate a vital 
segment of the air cargo industry. The military contract carriers, of which 
Resort has been a leader, have performed an important service in an outstanding 
manner. Resort’s contract operation, for one, has received the commendation 
of the Air Force for efficiency, dependability, safety, and suitability to its 
needs. Elimination of carriers like Resort, which have developed military cargo 
operations into a specialized and highly efficient service, would be an irreparable 
loss and contrary to the interests of national defense. 

The certificated carriers have great advantages already—they are protected 
from competition on their scheduled routes and can draw on other revenues 
to support cargo services. The fact that contract carriers like Resort have 
been able to win contracts for which the certificated scheduled carriers bid, 
attests the effectiveness of their service. The competition between contract 
and scheduled carriers is a healthy one and in the highest tradition of American 
competitive spirit. Clearly the burden is on those who seek to diminish compe- 
tition, which is the guardian of increased efficiency and lowered prices, to 
justify their proposal. Granting certificated scheduled carriers a monopoly of 
military cargo and passenger business contravenes our basic economic tenets 
and will unquestionably lead to higher costs than the service now available 
to the Government. 

Yours very truly, 
Resort AIRLINES, INC., 
THOMAS B. WILSON, 
Chairman of the Board and Chief Executive Officer. 

Senator Monroney. Thank you. 

Senator Ener. I assumed we were going over until tomorrow 
morning. 

Senator Monroney. We wanted to — this afternoon if possible. 

Senator Ener. I cannot be here. I do want to be here. This 
is a matter of very, very great importance. I simply feel advised to 
protest it. I hope the chairman does not insist on it. 

Senator Monroney. I do everything I can to assist and protect. 
In other words, we try to thoroughly examine the witnesses that 
we have today, both proand con. There is no desire to cut off anyone 
who has a question or limit testimony that may be favorable or ad- 

verse. We would like very much to move along on this thing, but 
if the Senator cannot be here this afternoon—the difficulty is the 
schedule of the witnesses. I still think in order to accomodate the 
Senator we will have Mr. Vernon Johnson, vice president of the 
Eastern Division of Lockheed Aircraft Co. and Mr. Donald W. 
Douglas, Jr., president, Douglas Aircraft Co., scheduled for tomor- 
row morning, along with Hon. Perkins McGuire. Assistant Secre- 
tary of Defense. We could perhaps go through tomorrow afternoon 
if the Senator would be available. 

Senator Ener. May I suggest, Mr. Chairman, we can hear the 
witnesses from the Government—I notice General Quesada is here— 
they are available around here, they are free to get hold of. These 
witnesses coming from out of town I think ought to be given priority 
so they do not have to sit here and wait. Can’t we hear Douglas and 
the others tomorrow mor ning? 
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Senator Monroney. That is quite difficult, since the reasons for the 
proposal of the bill first have to be laid down. 

We have had the Civil Aeronautics Board. Under the law the 
Federal Aviation Administrator is in charge of the uses of aviation. 
I think it would be necessary that he would next testify, and what I 
am trying to do is see if we could go over to accommodate the Senator 
tomorrow morning and have Mr. Quesada to follow in the sequence we 
had planned and then followed by Mr. McGuire, and then in the 
afternoon hear from Mr. Johnson and Mr. Douglas if we could possi- 
bly get to it. 

Senator Enete. I cannot agree to that at this point, but the 
Senator 

Senator Monroney. I am trying to work it out. 

Senator Enerre. The Senate will be in session. The committee 
cannot sit when the Senate is in session. I propose to object and will 
object. I am sorry to do that, but I just want to be here. 

Senator Monroney. Perhaps the Senator will not object to hearing 
these witnesses tomorrow afternoon. Will he object now? 

Senator Enete. I will have to see tomorrow morning. 

Senator Monronry. The Senator will object to sitting this after- 
noon, so we will go over until tomorrow morning at 10 o'clock, at which 
time we will hear Mr. Quesada, and we hope to be able to get to Mr. 
Vernon Johnson, vice president of Lockheed, and Mr. Don Douglas, 
president of Douglas Aircraft, in the afternoon if someone does not 
object to our sitting. 

The committee will stand in recess. 

(Whereupon, at 12:40 p.m., the committee was adjourned, to recon- 
vene at 10 a.m., Tuesday, February 9, 1960.) 





GOVERNMENT GUARANTEE OF LOANS TO CERTAIN 
AIR CARRIERS 


TUESDAY, FEBRUARY 9, 1960 


U.S. Senate, 
CoMMITTEE ON INTERSTATE AND FoREIGN COMMERCE, 
SUBCOMMITYEE ON AVIATION, 
Washington, D.C. 

The subcommittee was called to order at 10 a.m. in room 5110, New 
Senate Office Building, Hon. A. S. Mike Monroney presiding. 

Senator Monronry. The Subcommittee on Aviation will resume its 
hearings. As was announced yesterday we were to meet at 10. Un- 
der pressure of time and the probability we may not be allowed to 
meet this afternoon, we think it is perhaps better to start and expect 
other members of the committee to participate when they arrive. 

Our first witness today is Gen. E. R. Quesada, Administrator of the 
Federal Aviation Agency, accompanied by several members of his 
staff. 

We are happy to have you back, Mr. Quesada. We know the long, 
diligent—and we trust effective—effort you have been making in 
regard to the duties imposed on you by the Federal Aviation Act in 
the promotion of new uses of aviation and the expansion of the bene- 
fits thereof to all the people. 

Therefore, we welcome you and we would be glad to hear your 
statement. 


STATEMENT OF HON. E. R. QUESADA, ADMINISTRATOR OF THE 
FEDERAL AVIATION AGENCY; ACCOMPANIED BY DAGGART 
HOWARD, LEGAL COUNSEL; ERWIN SEAGO, GENERAL COUNSEL; 
DAVID S. WILLIAMSON, DEPUTY ADMINISTRATOR FOR PLANS 
AND REQUIREMENTS, AND COL. L. S. ROCHTE, OFFICE OF PLANS 
AND REQUIREMENTS 


General Quesapa. Thank you very much, Mr. Chairman. 

I have indicated to the reporter the people who accompany me and 
I thought I should identify them to you, as well. 

On my right is Mr. Daggart Howard, the Legal Counsel of the 
Agency; on his right is Erwin Seago in the Office of the General 
Counsel. On my right is David S. Williamson, Deputy Adminis- 
trator for Plans and Requirements, and on his left is Col. L. S. Rochte, 
Office of Plans and Requirements. 

I am pleased to appear before you today to discuss the very im- 
portant bill, S. 2774—a bill to foster the national defense, the postal 
service, the development of civil aeronautics, air commerce in the 
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Government guarantee of loans to certain air carriers for purchase 
of efficient, newly developed, modern cargo aircraft and components 
of a cargo: airlift system. 

Before I express my views, I must point out to the committee that I 
am not speaking for the executive branch as a whole. The position of 
the administration is in the process of preparation. 

I strongly believe that it is in the national interest of the United 
States to have a more efficient and effective aircargo fleet. Such a fleet 
in being would have a favorable influence on all ‘elements of national 
power—economic, military, psychological and political. 

The key to creation of such a national airear 2o fleet is procurement 
of “a newly developed modern aircraft” which will provide cargo air- 
lift at reduced rates to the users. All cargo aircraft in the present 
commercial fleet were originally designed as passenger-carrying trans- 
ports, and are inherently limited in their effectiveness as cargo carriers. 
What we need is an uncompromised cargo aircraft, designed from the 
outset for such service, with the objec tives of maximum eflicienc y and 
lowest possible operating costs in both the airlift and ground h: dling 
phases of operations. 

This bill, without resorting to capital or operating subsidies from 
the Government, would encourage the creation of such an aircargo 
fleet by authorizing the Civil Aeronautics Board to guarantee the re- 
payment of loans for the purchase of newly developed, modern cargo 
aircraft and components of a cargo airlift system. 

Any such loan guarantee should provide for the interests of the 
Defense Department, the Federal Aviation Agency and the Civil 
Aeronautics Board, and this bill does contain such provisions. All 
essential elements necessary to the attainment of an expanded civil 
aircargo capability appear to be converging at this time. 

Development of a truly efficient cargo aircraft is clearly feasible 
within the present state of the art, the market potential exists, and 
there remains the need to apply the stimulus which is provided for 
in this bill. 

I would like to comment particularly on the provision of the pro- 
posed bill whereby the Government’s guarantee is limited to 90 percent 
of any such loan and no such loan can be made for more than 75 per- 
cent of the purchase price of the cargo aircraft. As you can see, these 
limitations call for a substantial equity payment. by the borrower, and 
the assumption of some risk on the part of the lender. 

I want to make it very clear that my support of this legislation 
hinges strongly on adherence to the principle that there be this element 
of risk and that such risk be assumed by nongovernmental interests. 

It should be further emphasized that the encouragement and assist- 
ance which can be provided by this proposed Government-guaranteed 
loan program is not a subsidy, and it is our firm position that any 
subsidy in this program can and should be avoided. 

I believe that. this legislation would provide a stimulus for the de- 
velopment of a new aircargo industry, which would be of great benefit 
to our economic, our postal and our military needs. Although cargo 
has been carried by air for some time, the potential growth of the air- 

‘argo industry has not been realized for lack of a truly efficient cargo 
aircraft. Long preoccupation with the more profitable air passenger 
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business, and with the need for constant passenger aircraft moderniza- 
tion, has resulted in a lack of emphasis on the development of the 
cargo business and of uncompromised cargo aircraft. I am convinced 
that this program would provide a real stimulus toward development 
of an important new industry. 

It is generally conceded that the present military transport capa- 
bility is marginal to our needs and that it is in large measure obsolete. 

It is my conviction that an effective civil aircargo fleet, which is also 
capable of responding to : major portion of military requirements, 
can be generated outside the military budget and commercially sus- 
tained. The military cargo fleet then could, and should be limited 
to meeting the so-called hard core requirements—be composed of air- 
craft which are specially designed to carry outsized or special military 
cargo and perform uniquely milits ary functions and should be limited 
to the number needed for direct support of the execution of emergency 
war plans. 

The program envisioned by this bill would provide a national air- 
cargo potential, instantly and wholly responsive to military needs, 
without additional tax burdens on our citizens and our economy. 

I think we all realize the importance of maintaining our position of 
world leadership in the manufacture and sale of civil transport air- 
craft. The « cargo aircraft market offers a challenging opportunity in 
this regard, one which other nations are actively pursuing. Moreover, 
we cannot afford to lag in the race for development of the aircargo 
industry. The advantages of our economy would be manifold. Cre- 
ation and operation of a truly economical and capable aircargo fleet 
would provide a highly effective national resource, available for direct 
support of national policy in both the domestic and international fields. 

Mr. Chairman, I have Colonel Rochte here, who is in the Office of 
Plans and Requirements, who has some data that have resulted from 
our studies which might be useful to the committee. 

Senator Monroney. I think we would like to hear him and then 
we will go forward with the questioning of both you and Colonel 
Rochte. 

General Qursapa. All right. 

Colonel Rocurr. Mr. Chairman, members of the subcommittee, my 
presentation is on the broad subject of aircargo. I will discuss the 
role of a greatly expanded, modern aircargo industry in terms of its 
national signific ance, highlight the deficiencies of the current capa- 
bility, and outline our national aircargo needs. 

To a m: ijor degree, the economic strength and dynamic growth of 
our country 1s dependent upon continuing improvements in our trans- 
portation system. The need to advance our air transportation system 
was recognized in the Federal Aviation Act of 1958, which states— 

The Administrator is empowered and directed to encourage and foster the 
development of civil aeronautics and air commerce in the United States and 
abroad. 

In analyzing the aircargo problem, we adopted two basic premises: 

1A modern, national aircargo industry is a significant national 
tesource necessary in the nation: al interest, and 

The development of efficient cargo aircraft, permitting greatly 
shee ed aircargo rates, is the main prerequisite. 
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Our objective, then, is to cause to be developed policies and pro- 
grams which will lead to the creation of a national air cargo fleet 
responsive to the present and future global requirements of 
commercial, postal, and military interests. 
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As a necessary first step, we surveyed the Nation’s present pas- 
senger and cargo airlift capacity, both military and civil, in terms 
of meeting national needs. As you are well aware, the Nation’s 
air passenger industry has undergone dramatic changes as a result 
of the introduction of jet-powered passenger aircraft. This is a 
dynamic and expanding industry stemming from the enthusiastic pub- 
lic acceptance of the jet airliners. During fiscal year 1961, turbine- 
powered aircraft will become the bac kbone, in terms of traffic carr ied, 
of industry’s fleet. With the turbine-powered transports now on 
order, the U.S. airlines, domestic and international, will have in their 
inventory by the end of fiscal 1962, nearly 600 turbine-powered 
aircraft. The substantial increase in unit productivity of the tur- 
bine passenger airplane leads us to conclude that this fleet could 
accommodate any foreseeable personnel airlift requirement, including 
the demands imposed by a national emergency. As an example of 
this productivity, two jet passenger aircr raft are c: ipable of transport- 
ing many more passengers to and from Europe in 1 year than the 
ocean liner United States. 

Senator Monroney. Say that again. 

Colonel Rocurr. As an example of this productivity, two jet pas- 
senger aircraft are capable of transporting many more passengers to 
and from Europe in 1 year than the ocean liner United States. 

Senator Monronry. Does that include just the first class ocean 
passengers or does that include the first cabin, second and third? 

Colonel Rocuter. Sir, that was based on 2,000 passengers on the 
United States. 

Senator Monroney. 2,500, I think is the maximum capacity, so 
that would probably be equal to their total passenger capacity on an 
average year. 

General Qursapa. That is the passenger configuration of the ship 
as it is now. 


Senator Monroney. Yes, sir. 





CARGO—COM MERCIAL 


Colonel Rocnure. In sharp contrast with the dynamic air passenger 
industry, the civil air cargo industry has had a disappointing record 
and is seriously inadequate to the Nation’s total needs. Despite a 
fairly steady growth during the past 10 years, it remains a relatively 
small, ineffective and inefficient operation because of the obsolete 
and inefficient aircraft in the inventory. The present civil cargo 
fleet is comprised of a relatively small number of converted piston- 
powered passenger aircraft whose high operating costs result in high 
user charges, and in terms of today’s technology can best be described 
as obsolete. There are important and fundamental differences be- 
tween an efficiently designed cargo aircraft and a passenger aircraft 
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converted for cargo use. Surely, the trucking industry would never 
have experienced its tremendous growth had it not been for the 
development of specialized, efficient trucks for hauling cargo rather 
than using converted passenger buses. Converted piston-powered 
passenger aircraft with their low productivity, limited capability, 
and high operating cost necessitate high rates to the user, resulting 
in low demand for air cargo services. 


MILITARY 


Similar conditions are reflected in the military aircargo situation 
which is equally disturbing. A review of the military aircargo fleet 
indicates that although there are a substantial number of military 
aircraft, they are, generally in terms of intercontinental capability 
and other essential performance needs, obsolete or in various stages of 
obsolescence. None of them operates economically in terms of the 
capability that today’s technology can provide. 

In analyzing the reasons for the deficiencies, we identified three 
major factors: Low relative priority, high operating costs, and the 
lack of a dynamic development program. 

Both the civil air carriers and the Military Establishment have 
assigned a relatively low priority to the development of aircargo 
systems. The commercial air carrier interests have focused their re- 
sources on the more immediately profitable and expanding passenger 
business and are heavily committed, financially and operationally, to 
this program. The development and application of the jet engine to 
civil passenger aircraft has stimulated the air passenger industry. No 
comparable situation has been created with regard to an aircargo 
industry. 

Within the military, aircargo has also experienced a relatively low 
priority. Cargo aircraft are considered to be essentially support air- 
craft and historically have suffered in direct budgetary competition 
with the firstline weapon systems. Further, there have been compli- 
cating factors retarding the modernization of the military aircargo 
fleet resulting from the controversy involving the proper division of 
Government cargo moving by military or civil airlift. 

Piston-powered passenger aircraft, with their limited range and 
payload, when converted to cargo use, result in high direct operating 
costs and attendant high ton-mile costs to the shipper. This situation 
has limited the commercial demand for aircargo services and further 
detracts from the more widespread use, by the military, of civil lift. 

Neither military nor commercial interests have been able to gen- 
erate an aggressive program leading to the development of really 
efficient all-cargo aircraft. Aircraft manufacturers have been un- 
willing to absorb the high costs associated with such development in 
the absence of substantial orders from the carriers. The civil air 
carriers, heavily laden with jet passenger aircraft commitments, are 
reluctant to place orders for new cargo aircraft. In both cases the 
financial risks have been too great. The large volume of routine cargo 
now being moved by military aircraft, which logically should be 
moved by commercial means, has dulled the civil carriers’ desire and 
ability to develop a really effective civil aircargo capability. The 
airlift of substantial quantities of routine Government aircargo traffic 
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by the civil air carriers would greatly stimulate the aircargo industry 
and provide an incentive to modernize the present fleet and greatly 
expand its capability. 

Our review of the national aircargo need identified three broad areas 
—national defense, postal service, and commercial. 

In wartime it is essential that the Defense Department command an 
effective and instantly responsive airlift capability to satisfy the hard- 
core requirements in direct support of emergency war plans. These 
requirements principally involve outsized cargo or bulky, specialized 
equipment and supplies which, by their nature and the timing in- 
volved, must be carried in military aircraft. In this connection, the 
elements of instantaneous response and expansibility are greatly en- 
hanced by the proper operational posture of the military cargo fleet. 
For the Defense Establishment to have, in peacetime, an air fleet 
adequate to meet limited and general war conditions, a fantastic 
investment and operating cost outl: iy would be involved. A healthy, 
adequate civil air cargo ‘fleet , immediately responsive to the De fense 
Establishment, whenever the military situation requires, is essential 
to our national security. It is fund: imental that its use in the move- 
ment of Government cargo in peacetime increases its worth in wartime 
operations. 

The Post Office Department has long sought a more economical 
and greatly expedited means of mail distribution. The Department 
in its nationwide integrated postal service plan points out the im- 
provements in mail distribution by the use of airlift. They have 
introduced new techniques which expedite mail handling and, for 
optimum benefit, require an acceleration of the overall distribution 
system. The decline of railroad passenger service has impaired the 
mail distribution system. Thirty years ago almost 10,000 trains were 
available and used daily for transporting the mail. Tod: ay, only about 
2,000 trains can be so used each day. The goals of the Post Office 
Department, in the furtherance of their “expedited mail” concept, 
will require wider use of economical airlift. 

With the shift to missiles in the aircraft industry and the runout of 
present aircraft production orders, there is adequate plant capacity 
available for the production of our cargo aircraft needs. This will be 
discussed in greater detail in a moment. 

Efficient cargo aircraft, providing greatly reduced user rates, will 
allow aircargo services to develop the vast potential in domestic and 
international trade. The present average domestic aircargo rates of 
approximately 23 cents per ton-mile are too high for this method of 
shipping to receive wide acceptance as a normal means of transporta- 
tion. As the gap narrows between surface rates and aircargo rates, an 
increasingly larger segment of traffic becomes eligible for air move- 
ment. If aire argo rates were reduced to 10 to 12 cents per ton-mile, 
which current technology can provide, the aircargo market could tap 
this potential and contribute more substantially to the Nation’s ex- 
panding economy. 

The magnitude of the aircargo potential is reflected in this chart. 
The lefthand bar Tepresents the total volume, domestic and inter- 
national, of today’s aircargo movement; about 1.8 billion ton-miles. 
Senator Monroner. What is the color differential ? 
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Colonel Rocurr. The yellow is military, the red is postal, and the 
Javendar is commercial. 

This is present in 1956 [ pointing to chart]. 

Senator Monroney. This is predicted, however, on the more eco- 
nomic cost per ton-mile operation, is that right ? 

Colonel Rocurr. This potential is based on aircargo user rates on 
the order of 10 to 12 cents per ton-mile. 

Senator Monroney. I see. 

Colonel Rocire. Of this total, the military generates about S00 
million ton-miles; postal, 200 million ton-miles; and commercial, 
800 million ton-miles. However, if rates were reduced to 10 to 12 
cents per ton-mile, by the production and use of efficient cargo air- 
craft, the aireargo potential in 1965 is about 10.8 billion ton-miles. 

Military airlift requirements are shown at the same level, while 
the postal potential would increase to 3 billion ton-miles and the 
commercial potential to 7 billion. In comparison with the current 
aircargo capability, such a growth would contribute substantially to 
the Nation’s economic stre ngth. 

Senator Monronry. Excuse me, just to get this down. In other 
words, today’s cargo movements are about 1,800 million ton-miles. 

You predict with an efficient cargo aircraft rates of 10 to 12 cents 
it would be 10,800 million ton-miles, or if my mathematics serve me 
correctly, this would increase by 600 percent. 

Colonel Rocutr. That is correct. 

As shown in this chart, “Distribution of Total Intercity Ton- 
Miles of Freight for 1958,” rail, inland waterways, pipeline, and 
motor freight constitute the Nation’s basic freight transportation 
system while air accounts for only approxim: ately four one-hundredths 
of 1 percent of such shipments. To put these _ into their proper 
perspective, it is noted that even if there were a 25-fold increase in 
current air shipments, airlift would still sales for only about 1 
percent of intercity freight movements. 

As previously mentioned, present and future aircraft manufactur- 
ing facilities provide ample capacity for the construction of the new 
eargo aircraft. ‘This chart represents the programed phase down in 
production of a typical aircraft company. This phase down reflects 
the decrease in known airframe orders and is generally applicable, 
at this time, to the aircraft industry as a whole. 

Thus, we see that production capacity will be available to support 
the requirements of an expanded aircrago industry. We view these 
new markets as having a favorable effect on the ‘aircraft manufac- 
turing base. 

No doubt your subcommittee has access to information from the 
aircraft manufacturers concerning the reduction in direct operating 
cost represented in their new cargo aircraft design proposals. 

Senator Monronry. Before you go to that, those charts are so 
small—I cannot see them. Could you call off the figures as to what 
the employment is today—manpowerwise, and what it will be yearly 
according to your calculations ? 

Have you covered that further in your statement ¢ ¢ 

Colonel Rocire. No, I have not, Senator. 

Senator Monroney. I think it would be good to get that into the 
records as you go by this at this time. 
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General Quesapa. Sir, it should be emphasized this is a typical 
plant situation—typical company situation. 

Senator Monroney. This is not a hypothetical set of figures. 

General Qursapa. No, sir. 

Senator Monroney. Nor is it a projection of some of the airframe 
manufacturers I take it ? 

General Qursapa. That is correct, but it does not include all of them, 
it is one ty pical. 

Senator Monroney. It is not a composite. What is happening to 
one is applicable to all. 

General Quersapa. It is typical of all, that is correct. 

Colonel Rocutrr. Whereas today, the total number of employees in 
this typical company is in the order of 2 23,000 people, which includes 
the employees both for production and overhead, it progressively is 
reduced to the beginning of 1961; something in the order of 12,000, 
the beginning of 1962; something i in the order of about 4,000, it sus- 
tains a slight. rise; and at the end of 1963 is somewhere between 1,500 
and 2,000 total. 

Senator Monroney. 1,500 and 2,000 by 1963 ? 

Colonel Rocute. By the end of 1963. 

Senator Monroney. Again, this is actually a projection of an 
operating company in the ‘United States. 

General Qursapa. Of an existing and functioning operating air- 
craft manufacturer. It does not include orders that might be gen- 
erated in the forthcoming years. However, all of us know what the 
tendency is in this regard. This is known orders that they can now 
expect. 

Colonel Rocure. Consistent with that, this next chart demonstrates 
why it is logical to modernize. Present piston-powered cargo aircraft 
have direct operating costs in the order of 8 to 9 cents per ton-mile. 
As this generalized curve shows, by incorporating economical turbine 
engines into efficient cargo airframes, a marked downward trend in 
direct operating costs results. A reduction of about one-half in direct 
operating costs, over that of current piston aircraft, is within the 
capability of known technology. The selection of the proper turbine- 
type powerplant, of course, is an individual choice and should be based 
on an analysis by each carrier of the transportation job to be done. 

It is concluded from our study that : 

1. An expanded, modern, pe aircargo fleet is in the national 
interest. 

2. The present state of the art will provide economical all-cargo 
aircraft. 

3. The Government, through its policies and programs such as the 
legislation which is pending before this committee has the means to 
stimulate the development of a modern aircargo fleet. 

4. An expanded civil fleet would result and be available for national 
defense. 

It is believed the net effect of a greatly expanded modern air cargo 
ee would result in the following benefits : 

. A responsive global aircargo system for defense in wartime. 
2. A more economical defense pipeline in peacetime. 

3. Permit military airlift units to train for wartime mission. 

4. Provide for economical and expedited mail distribution. 
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5. Create a new industry in support of Nation’s economy. 
6. Assist less-developed areas of the world. 
(. Provide these benefits at no cost to the taxpayer. 

8. No Government capital investment required. 

9. Reduce DOD capital outlay for cargo aircraft. 

Mr. Chairman, that concludes my presentation. 

Senator Monrone y. Thank you very much, Colonel Rochte. 

May we ask what branch of the armed services you are a member of ? 
I believe you are on military duty and on detached service to the FAA, 
is that correct ? 

Colonel Rocutr. That is correct. 

I am with the U.S. Air Force. 

Senator Monronry. What branch of the U.S. Air Force? What 
was your latest assignment / 

Colonel Rocrre. “My latest asignment, I was director of transporta- 
tion for the U.S. Air Force in Europe, prior to my _ present 
assignment. 

Senator Monroney. Your military experience has encompassed, to 
a large degree in recent years at least, the very problem which you 
are discussing here ? 

Colonel Rocutr. Yes, I would say my military career has been 
principally devoted in the field of air transportation, from a research 
and development, operational and maintenance standpoint. 

Senator Monnroney. I see. 

Thank you very much, Colonel, for your statement. 

General Quesada, I think one of the prime reasons of your interest 
in this, and certainly of many members of this committee, has been 
the current decline, or the continuing decline of our position with 
regards to our airlift capabilities. I know I have had the privilege 
of dise ussing this with you at various times. This is not a sudden 
occurrence, but it has been a continuing result of competition between 
the actual weapons, and particularly the expensive, exotic weapons 
of outer space, and things of that kind, that have put a considerable 
squeeze on the budget, particularly in the Air F oree, when it comes 
to conventional aircraft, particularly where these conventional air- 
craft, one of their principal duties would be to serve another branch 
of the armed services. 

I would like to have you state a little more clearly for the record 
than you do in your efforts at brevity here as an experienced airman, 

as an experienced officer, what is your feeling as to the present status 
of our military airlift fleet ? 

General Qu ESADA. Well, first, sir, let me go back to the early part 
of the question which inquires into the relative position of American 
aviation, particularly as it pertains to transportation, vis-a-vis, others 
countries of the world. 

It is clear to all of us, Mr. Chairman, that have been devoting our- 
selves over the years if not decades to aviation, in its broadest sense 
that our relative position—I want to emphasize “relative position” —is 
diminishing, that is, the other countries of the world. 

There was a long period of time when American aircraft was the 
predominant type of aircraft in world commerce. 

This is true today. However, our relative position is diminishing, 
and I think we must all recognize this. We must not be too alarmed by 
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it, because the other countries of the world cannot be excluded, but I 
do think that it is essential we exercise the greatest care and the 
greatest energy to maintain our relative position to the maximum 
degree, even though economy throughout the world is expanding. 

Now, in respect to the cargo type of aircraft, very few countries 
have ever really devoted themselves to this particular problem, par- 
ticularly as applied to commerce. 

In Canada and in recent years the Canadians have developed a 
cargo airplane that is a very efficient airplane, and I am very glad to 
see that certain countries and air transportation companies through- 
out the world have seen fit to buy it, because it is outstanding. 

Canada is getting the merits of their achievement because it is 
outstanding, and this is right and reasonable and proper. 

It does concern some of us to find that the American aircraft indus- 
try in response to understandable conditions has not moved out in an 
aggressive way to provide an American cargo aircraft that is more 
eflicient than the converted passenger configurated aircraft. 

I would lke to repeat what Colonel Rochte has said. We would 
not have a trucking industry today if it were built from a modified 
bus. This is admittedly oversimplifying it but the principle is there. 

Senator Monronry. Before you leave, you are probably going to 
the present status now of our military fleet. 

General Qursapa. Yes. 

Senator Monronry. Before you leave that, may I ask, is there 
any bar because of a lack of understanding of the technology or of 
our plant capacity or of our material in producing a modern cargo 
aircraft ? 

You say Canada is producing one that is receiving worldwide ac- 
ceptance because it has practically the market to itself at this point. 

Is there any inability on the part of our aircraft manufacturers to 
come up witha plane of similar performance ¢ 

General Qursapa. Sir, I would like to respond and say absolutely 
none. This is opinion, and it must be measured as such. 

I do not know of a single barrier today in a technological sense that 
would keep the industry ‘from developing an all-cargo, highly eflicient 
aircraft that would reduce the operating costs somewhere between 
one-half and one-third, and bring to our economy, expanding though 
it is, a reduced cost te transportation. 

The propulsion system is there. The turbofan airplane—turbofan 
engine is just about to go into service. The Military Establishment 
has supported this program at considerable cost. The airlines today 
are in the process of planning their all jet 707, DC-—8 type aircraft. 

It is an accepted fact that the turbofan engine is ready for use. 

As far as the development of the airplane, I do not think there is 
any technological theory that is not within the state of the art essential 
to its development—I would say there is no—or practically no— 
research required to do so. The state of the art is here. 

Senator Monroney. Then would you say the principal deficiency is 
the lack of orders or the lack of a plan for making it possible for 
certain air carriers, wishing to engage in an expt anded airear go indus- 
try, to be able to procure cargo aire sraft on terms as adv antageous as 
those offered by the Canadian manufacturers ? 

General Qursapa. I say that is correct. 
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Mr. Chairman, for decades, those of us that have been struggling 
with problems in the avi: ition field, and particularly in the field of 
transportation, have recognized that an all-cargo airplane would be 
very helpful. 

We have talked a lot about it but we do practically nothing. I 
guess we use my wife’s methods of solving her problems—she ignores 
them in the hope they will go away, and she is very successful. But 
I donot think this will work in this area. 

The time has now arrived when we could determine which comes 
first, the chicken or the egg. I think the time has arrived for us to 
move ahead and do something about this. 

Senator Monronry. The manufacturing company which today has 
a virtual monopoly in the Western World on manufacturing freight 
‘ars for the air is not extending these advantageous terms by their 
own financial structure. They are being extended through the co- 
operation in financial arrangements by the Government itself, is that 
correct ¢ 

General Qursapa. I understand the Canadian Government is the 
guarantor of loans. 

Senator Monroney. So therefore they are able to do for American 
users, or worldwide customers and users, that which, under present 
conditions, the American manufacturers cannot do? 

General Qursapa. That is correct. 

Senator Monroney. For themselves. 

General Qursapa. That is correct. I would like to bring up one 
little point, sir, which we kind of skipped over. 

Right today aircraft are transporting automobiles from England, 
across the channel, which permits the person—the owner of the auto- 
mobile—to travel in the airplane that is transporting the automobile. 

He drives his car into the airplane like he would a ferry boat; he 
flies across the channel, lands on the other side, gets out of the plane, 
his automobile is taken out of the airplane and he drives away. 

This is a practice right today so this is not novel and new. This 
is costly, because the airplane is not too efficient, but to get back to 
the question that you raised: I am convinced and informed that it is 
the Canadian Government that sponsors this program through the 
means of a guaranteed loan. 

Senator Monronry. Before we go to the present status of our mili- 
tary cargo fleet, you are familiar with some of the work that is being 
done by the T upelov Industry of Russia, are you not ? 

General Quesapa. I am familiar to a modest extent; yes, sir. 

Senator Monronery. Do you have any information as to their prog- 
ress in cargo aircraft? 

General Quesapa. I do not have a great deal, Mr. Chairman. Iam 
aware of the fact that in Russia they are developing an air cargo air- 
plane to prov ide them substantially with what we are seeking here, 
except I have a better reason, I think, than the fact that the Russians 
might Ss ated it. 

My reason is that our country’s economy is expanding. Our coun- 
try can use this type of transportation to bring benefits to it. I would 
hope that the Russians would be worried about us, rather than our 
worrying about them, although what you say is substantially true, 
that they are developing a cargo airplane that, if they are successful, 
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as they should be expected to be successful, they will provide Russia 
with an improved means of carrying freight by air. 

Senator Monroney. And also troops by air. 

General Qursapa. And also troops by air. 

Senator Monroney. One of the great military deficiencies in the 
past has been the lack of mobility of the Russian armies, the mass 
Russian armies, and there seems to be indicated from what I have 
read and heard that Russia is moving rapidly forward in the field of 
both cargo and troop-carrying capacity, which with their widespread 
areas would give them a relief from dependence on the one railroad 
that links that country from Siberia to the European part of Russia. 

General Qursapa. | am informed this is correct. 

Senator Monroney. So they have seen this necessity and, while we 
worry about the missile gap, there may also be things that we need 
to worry about that are imminent even in conventional movement of 
ground troops? 

General Qursapa. I am afraid I am a little prejudiced here, Mr. 
Chairman, because I spent most of my military service cooperating 
and working with the ground forces and I have a prejudice that 
should be evaluated. 

I feel it is extremely essential for the military establishment to 
have a highly developed degree of mobility among all of its forces, 
all three of the services, and that one of the primary tools to accom- 
plishing this is the airplane. And this is particularly true in respect 
to the potentials and possibilities of small or limited wars. 

But I must back this up with a prejudice which I have held for 
many, many years. 

Senator Monroney. I quite agree that this is not a one-force con- 
sideration. This goes to all of the branches of our service. The pro- 
posed aid here contributes greatly to seapower and to land power as 
well as to our airpower. 

General QursapA. That is correst. 

Senator Monroney. I am glad you mentioned that. I am glad you 
straightened that out. 

Does anyone of the committee wish to talk about the development 
first, before we go into the present status of our cargo fleet, both 
military and civilian ? 

Senator Enote. Yes. 

I would like to ask a question: Referring to development of thie 
aircraft. 

Senator Monroney. Yes, sir. 

Senator Enaie. What aircraft do you envision, General, would be 
the aircraft purchased under this loan program ? 

General Quesapa. I would visualize that an airplane could be de- 
veloped under this program wherein the specifications are approved 
by the Military Establishment on one hand, as being suited to their 
needs, and on the other hand they would be specifications that would 
likewise suit commercial needs. 

As a matter of fact, Senator Engle, we are working very closely 
with the Military Establishment in the development of such 
specifications. 

Likewise, we are working very closely with the industry to get 
their views on what these jeciilantions should provide, and under 
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the terms of legislation that is proposed unless these specifications— 
unless the airplane seeking a loan met these specifications, and the 
Military Establishment is satisfied that they do, the loan is not 
forthcoming. 

Senator Encie. Am I correct, then, in the assumption that the air- 
plane is not now in existence ? 

General Quersapa. The airplane is not now in existence in the 
United States. 

Senator Enere. Well, that raises the question, does it not, that if 
this legislation is adopted, you will have to wait until the airplane is 
in existence or the investment will be made in airplanes that will be 
obsoleted in several years. 

General Quesapa. Under the terms of the legislation, as I have read 
it, and as I believe it says, there is, at the moment, no certificated 
American airplane that would qualify. 

Senator Enete. I have a transcript of some statements made by Mr. 
Rentzel with the Slick Airways, and I am going to quote from his 
testimony which came from the record as I understand of a conference 
down at the CAB, and here is the question : 

Question. You take such proposals as CL—44 and the Boeing 735, and you say 
you use 1962 or 1963 for their arrival. Did you testify that you would expect 
a still more modern airplane around the 1965-66 period? 

Answer. Yes, sir. 

Question. Would the size of the investment for the CL-44 and the Boeing 
735—with that size investment you would not be able to phase that plane out 
in a 3-year period, would you? In other words, you would have to use it up? 

Answer. That is right. It would take a 10-year investment. 

And from this I conclude that that obsolete equipment, underwritten 
by these guarantees, would be necessarily frozen into the system and 
retained for a period of at least a decade; is that right? 

General Qursapa. Not necessarily, Senator. 

All forms of industry, and all forms of human endeavor, are sub- 
jected to the process of obsolescence. 

If a given company buys an airplane that is modern in 1963, our 
whole economic system says that another airplane 3 years later may be 
more modern. 

This is always going on, always will be. It is by this process that 
we progress. 

Sanator Enotes. Are we not getting the cart before the horse ? 

If I read Mr. Rentzel’s testimony correctly 

Senator Corron. Excuse me for interrupting. Now, who is this you 
are quoting ¢ 

Senator Eneie. Mr. Rentzel. 

Senator Corron. Can the record show who Mr. Rentzel is? 

Senator Eneie. Mr. Rentzel is a director and stockholder in Slick 
Airways, and he appeared—Mr. Delos W. Rentzel, onetime president 
of Slick, and I understand from the testimony, is a director, a member 
of the board of directors and a stockholder of Slick. 

This conference occurred on September 1, 1959. 

Senator Corron. This was not testimony before this committee ? 

Senator Enete. No; this is before the CAB when they held a meet- 
ing about this. 

Senator Monronry. They requested airlines to make comments, 
which resulted in their testimony yesterday. 
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I would like to clarify the record also to say Mr. Rentzel is former 
Civil Aeronautics Administrative Director. He is a former member 
of the Civil Aeronautics Board, and former Under Secretary of 
Commerce for Transportation under the past Democratic adminis- 
tration. 

Senator Encrixe. What intrigued me about his testimony was this: 
That he projects the arrival of the CL-44 and the Boeing 735 for use 
in 1962 or 1963, and I would assume that, if we pass this legislation, 
that that would be the airplane that would be bought. 

Then he says—then the question was asked whether or not the size 
of his investment in the CL—44 and the Boeing 735 would have to run 
for a period of 10 years, and we end up by freezing into the system an 
obsolete airplane. 

It seems to me it would be more logical to get the airplane first 
that we are going to use, and not buy an airplane or underwrite or 
guarantee one which, in 3 years will be obsolete when the investment 
would necessarily run for 10. 

General QuEsapA. Sir, these things 

Senator Eneie. And, as I understand, Durfee recommends 15. 

General Quxsapa. It should be brought out that the bill as pro- 
posed has a life of 5 years. That the repayment period of the loan is 
1U years. 

Senator Eneir. Mr. Durfee recommends 15. 

General Quesapa. Well, we do not, we recommend 10, and I hope 
that the bill will retain the provision of 10, as a period of repayment. 

Now, this is a problem that every investor is always confronted 
with—anybody who purchases this airplane with a substantial risk to 
himself, is always subject to the hazard of something taking its place. 

This is the lifeblood of our economic system. The pure haser has to 
put up a great deal of money, about 32.5 percent of the cost of the 
equipment initially. He has to make payments each year, and he 
will always be subject to the hazards of that obsolescense, and I hope 
that our industry always will be. 

It is only by that process that we will proceed and progress and our 
economy will expand. 

Senator Enere. I understand that. That we are always glad to 
proceed, and we hope we do. But when a change is clearly forecast, 
and Durfee said, I do believe, that the period 1964, or so, 1965 or 1966, 
a turbofan aircraft of considerable carrying capacity and good 
economy will develop. 

Now, if, in the light of that known situation, we write legislation 
that underwrites and guarantees the repayment on aircraft such as 
mentioned here, the CL—44, the Boeing 735 which will be obsolete in 
a period of 3 years, and he has 10 years to go to pay it off, you are 
operating your cargo fleet for 7 years with aircraft that has become 
obsolete, are you not ? 

General QuesapA. No, sir; I think that a type of airplane is not 
really made obsolete for some period of time after it comes into being, 
because the period of time essential to develop something radically 
new, or revolutionary, does not occur in 3 years. It takes about 3 to 5 
years to actually produce the : airplane after you have laid down ex- 
actly what you want. It takes 3 to 5 years to do that. There isa 
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longer period of the development, a longer period of development in 
the aircraft industry that there is in most other industries. 

It is not like an automobile, where a manufacturer can completely 
revolutionize his production line in 1 year, or as a matter of fact, in a 
few months. 

The revolutionary change in aircraft takes place, oh, somewhere 
around about every decade. The pressurized airplane, consisting of 
the Connie, the DC-6, the DC-7, the Convair, that started about 10 
years ago. Os 

Then all of a sudden the aircraft industry, by the exercise of in- 
genuity and all the elements of the free-enterprise system, have come 
out with a revolutionary airplane and it is the jet. 

I would say that the jet-type airplane will be in the same relative 
position today as the piston-type airplane in a decade, somewhere be- 
tween one and two decades, so the obsolescence does not occur annually 
or every 3 years, as I think you suggest. 

Senator Monroney. Could I ask a question right there ? 

Senator Enete, Yes. 

Senator Monroney. The obsolescence of passenger aircraft, is 
largely a matter of speed and rapidity in accomplishing its route 
structure. 

In the matter of cargo aircraft, would you not say that the con- 
trolling factor of obsolescence would be its cost per ton-mile of 
operation ¢ 

General Qursapa. That is the controlling factor. If we could 
develop an aircargo industry that can reduce by half the current 
cost per ton-mile, and we go ahead and develop this airplane at risk 
to the industry and at risk to the Government, and somebody should 
come out again and cut it in half in 1 year, again we are all helped, 
even assuming the risk to the Government. 

Senator Monroney. Is it not a fact—and I have talked to various 
manufacturers, and I have also had long discussions with experts 
in the military field, that what we are talking about here is a cost 
per ton-mile replacing cost per ton-mile passenger aircraft converted 
to cargo which produce a customer’s rate of 23 cents per ton-mile, 
toan approximate 10 cents per ton-mile ? 

General Quesapa. Right. 

Senator Monroney. The figures I have seen from both military 
and the manufacturers would indicate that the airplane that would 
be procurable today, or procurable within a limited period of time, 
or procurable today from Canada, would produce the 10 cents a 
ton-mile. That the turbofan and other projections, would produce 
perhaps a 9-cent per ton-mile at best. So we are talking here of a 
13-cent saving in the ultimate rate by this modernization, where the 
ultimate might produce a 14-cent a ton-mile saving, thus your obso- 
lescence would be measured largely by the small difference between 
the ultimate plane and the plane that might be rapidly procurable 
with present planned achievements. 

General Quesapa. I call that evolutionary change, and as time 
goes on, and as we learn, as the learning curve goes down, we could 
conceivably reduce it from 13 to 12 to 11. 

I anticipate a time arriving when we might go into the next revo- 
lutionary step of progress, which might well be the supersonic air- 
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plane, and the airplane—the cost can go from 13 down to 5. But this 
1s two decades away. 

Senator Monroney. According to the information that I have 
received, both from manufacturers and the military, the ultimate 
aircraft that we are talking about in the turbofan type, will have 
economies at great distances, but when you get to the workhorse 
operation of the 300, 500, 600 and 700, below 1,000-mile range, there 
is a great doubt that the ultimate aircraft which has been discussed 
and the turbofan will yield as low a rate as the interim aircraft of 
which you are speaking. 

General Quesapa. That is correct. I think most people will 
concede that the airplane that will reduce the rate by half, and has 
a range of say 4,000 miles, that will not necessarily reduce the rate 
by half for the airplane that has a range of 1,500 miles. You could 
design another airplane with a range of 1,500 miles that could reduce 
the rate by half, however. This might well be a turboprop airplane. 
This is to be worked out. 

The forces of our free enterprise system must be permitted to play, 
7“ they can compete against each other, and develop the most ef- 

cient 

Senator Monroney. But, under the bill, both the Federal Aviation 
Agency, which is concerned with the commercial operation of the 
plane, and the Secretary of Defense, who is concerned with the defense 

osture and mobility and other capabilities, must approve this plane 
efore it is eligible for purchase under this Government insurance. 

General Quesapa. Unless the Military Establishment certifies to the 
effect that this airplane meets their military needs, and we say it 
meets the purposes of the bill, applicant for a loan will not be success- 
ful. He will not qualify for the guarantee. He can buy the airplane, 
understand, but he cannot get the guaranteed loan unless the Military 
Establishment will certify to the effect that it meets the need they 
stated. 

Senator Encitr. Would you have approved a guaranteed loan if 
this bill were enacted for the CL—44 and the Boeing 735, if you knew 
that Douglas, Boeing, or Lockheed, or some other, within a period of 3 
years would have, say, a turbofan airplane as referred to in Mr. Rent- 
zel’s testimony which would be much more efficient ? 

General Qursapa. I do not know how I would do that, to be frank 
about it, Senator. 

I would, no doubt, be influenced, insofar as our judgment is con- 
cerned, by what is coming on in terms of more modern aircraft, and 
of course I say again that the Military Establishment would also have 
to determine that that particular airplane is a requirement to—meets 
a military requirement. 

Senator Monronry. You would not need to insure the CL—44 loan, 
that is already financed by Canada. 

General Qursapa. The question would not arise, of course. 

Now, if you would ask if a converted C-7 would qualify, if we would 
give our consent under the terms of the bill as proposed, whether a 
converted C-7 would qualify, I can tell you the answer is “No.” 

Senator Enate. Is there any airplane presently in existence that 
meets these qualifications? 

General Qursapa. No, sir—American built, no, sir. 
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Senator Enete. How much of a penalty will these air carriers have 
to pay in order to meet the military requirements 4 hha tn 

What I have in mind is this: That, as I understand the bill, it will 
be necessary to design this airplane to meet military needs, 

Now, if that is true, and that adds to the cost, how much is it going 
to add to the cost? Will it add to the cost enough so that it makes 
the Federal guarantee worthless, or do you know ? ; 

General Quresapa. Nobody has a definitive answer, Senator. I can 

give you an opinion. 
Now, I think it is fair to say that the type of airplane that the 
Military Establishment would accept as meeting the military require- 
ment and the type of airplane that the commercial interests would 
prefer to have might create a gap between the two, and that would 
necessitate developing optimum specifications. I would have to say 
very frankly, sir, that this might impose some penalty on the com- 
mercial carriers. I have to be honest and say this. It would impose 
some penalty on the Military Establishment, too, but I honestly feel 
that the process of developing an optimum solution, each compromis- 
ing within reasonable limits, would, No. 1, create a large market which 
would reduce the cost. 

No. 2, it would have in the commercial fleet an aircraft that the 
military could use. The commercial interest would then be more 
eligible to perform military—cargo functions that the Military Estab- 
lishment requires in peace, so they would get some benefit there. 

The benefits would far outweigh the penalties, sir. 

Now, I must say that the Military Establishment, and the Nation 
would benefit simply by the fact that there would be an exchange for 
the loan, in exchange for the benefit that accrued from the loan that 
would accrue to the Government assured use of the airplane on demand 
or emergency. 

This is what the Government gets in return for the risk that it as- 
sumes when it grants the loan. 

I think all parties would be helped by this process. 

Senator Eneir. But you would still have to go ahead—and this is 
another factor, is it not—and develop and maintain a military cargo 
fleet that would be composed of aircraft specifically designed to carry 
out the special military cargo missions, which are uniquely military 
in character, such as hauling tanks and guns and things of that sort, 
isn’t that right? 

General Qursapa. I think this is essential, either with or without 
the legislation. In my opinion, and I cannot speak as a military au- 
thority in this, whereas I could speak with some persuasion while I was 
in the service—I do feel the Military Establishment has a proper and 
just claim to cargo aircraft to carry unique equipments essential to its 
own needs, plus a quantity of aircraft such as we are talking about. 

I think that they should have some of these, too, but if we could 
develop this fleet over here, they would then not necessarily have to 
have somany. But I think I want to repeat that the Military Estab- 
lishment, in my opinion, has a just claim for cargo aircraft essential 
to their unique needs. 

Senator Eneie. We are talking about two aircraft. 

General Qursapa. We might be talking about 10. The Military 
Establishment might need an airplane to carry tanks. It might need 
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another airplane to carry a liquid oxygen generating plant. It might 
need another airplane to carry an Atlas missile. Maybe those air- 
planes would be different. 

This is really a problem that the Military Establishment has to cope 
with. All I am trying to say, sir, in my opinion, that the military 
service has a just fain to aircraft essential to meeting the unique re- 
quirements of the Military Establishment. You could not ask com- 
merce to develop this type of airplane, because there is no commercial 
need for it. 

As an example, you would not be able to expect the merchant marine 
to have an LST, a landing ship-—tank. 

The commercial fleet would not be justified in investing their capital 
onan LST. This is a unique type of ship that the Navy has, you see, 
for landing tanks on beaches. There is no conceivable need for this in 
commerce. 

This is the type of thing I have in mind. 

Senator Eneiz. I follow you, and I think you are correct about that, 
but say we have a group of airplanes sitting there that have been 
constructed to handle outside cargo of unique military characteristics. 
While it is not carrying a tank and is not carrying the guns, and is not 
carrying the big missiles, MATS comes along and says, well, these 
airplanes are sitting here gathering rust, and we have to fly them a 
little anyway. 

Let us blow the rust out of the cylinders and carry some of this other 
stuff that we can put in any of them. 

So, you are outmaneuvered as far as your special airplane you set 
up in the commercial field to carry Government cargo that is not of 
outside character, but which, because of the capabilities of the airplane 
can still be stacked into the specialized aircraft. 

General Qursapa. Sir, 1 would like to say, I hope if the Military 
Establishment has airplanes that are designed to carry tanks, they 
would carry tanks in them, just like the Strategic Air Command has 
airplanes designed to carry bombs, and they carry bombs in them, 
as a matter of daily routine training. 

I would hope that they would do that. Now, there is another 
alternative 

Senator Enete. That makes a pretty hard argument for Congress, 
you understand. 

We are faced with matters all the time now with MATS. MATS 
says we have to have this capability, we have to have the training 
course, the airplanes are sitting here empty, we have to fly them, so 
why do we not fly them some place and take some of these things with 
us. If they do not take a tank, they load them with hatboxes, or 
uniforms, or whatever, and there they go. 

General Qursapa. You seem to be arguing my case, Senator. 

Senator Enerz. No, I am not. What concerns me is I claim these 
outside airplanes that, on page 4 of your statement you say, are 
necessary, would automatically be available for the other anyway, 
because, with miscellaneous type of cargo, you can still stick inside 
of a hull. 

General QuEsapa. But, sir, the alternative is what we have got now. 

If commerce does not come up with a type of an airplane that we 
are talking about to meet what I think is a foitimate military need— 
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if they do not do it, I then say the Military Establishment has a 
justified right to acquire them. ae, 

So, you will then find yourselves in the very position we are in 
today, which is the position they want to get out of, and we want to 

t them out of. 

We want commerce to develop and have available to the Military 
Establishment the vast fleet that could be called upon. When it is not 
being called upon, it is in commerce. The Military Establishment 
suit confine themselves in large part if not in whole, to the outside 
cargo fleet requirements. 

Senator Enere. That is all, Mr. Chairman. 

Senator Monroney. They would be engaged in other maneuvers, 
such as beachheads, logistical support, movements of troops and 
equipment, which is their immediate reaction responsibility, would 
they not ? 

yeneral QuEsapA. I would hope MATS would conduct itself just 
like the Strategic Air Command does, and conduct on a daily basis, 
day in and day out, military operations. 

Senator Monroney. Training for its D-day requirements ? 

General Qursapa. That is right. 

Senator Monroney. All right; do you have any questions? 

Senator Corron. I do not quite understand just what limitation 
the chairman is putting on me. 

Senator Monroney. I do not want to limit anything. I want to 
keep it in the record as orderly as we could. We were trying to de- 
velop the question of the procurement of the aircraft, the present 
state of the art, and worldwide competition. 

We are going to move quite rapidly to the present status of our 
cargo fleet, both military and commercial. 

Senator Corron. I do not know about my questions. 

Senator Monronry. Go ahead and ask your questions. We are 
not limiting you. 

Senator Corron. I wanted to ask one or two questions, a couple of 
them I had hoped to review with Mr. Durfee yesterday, but I did 
not get to it; I did not have the opportunity. 

First, I am very much interested and note on page 3 of your state- 
ment, General, that you apparently are in accord with the statement 
of Commissioner Gurney, rather than the majority of the Commission, 
that section 3-B-2 restricting loans on 75 percent of the purchase 
price must be retained in this bill. 

General Quesapa. Sir, if you do not mind my being very frank 
about it, I think it is absolutely necessary that there be substantial 
risks on the part of the borrower and on the part of the lender. I, 
personally, would feel that the bill would not serve its purpose unless 
this risk were there. 

I think 75-90 is a reasonable risk. It is a reasonable repayment. 
It provides this balance between what the Government gets and what 
it gives, 

If it was anything less than this, I would say very frankly, I would 
be against it. 

Senator Corron. In other words, anything less than this, in your 
opinion, would be an extremely dangerous bill to let Tom, Dick, and 
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Harry come in here and get these aircraft without sufficient risk of 
their own ? 

General Qursapa. Sir, the money that the Government is risking 
is substantial. I have to say this very frankly. I do not think the 
risk is real, because I am thoroughly convinced, once this program 
has started, it will succeed. 

But, I would like to discourage people getting into the business 
where all they have is a wish and a bone. 

Senator Corron. You say you do not think it is a real risk or a 
dangerous risk because it is contingent. 

General Qugsapa. That is correct. 

Senator Corron. But in amount, it can be very substantial ? 

General Quersapa. Particularly if we permit people to take ad- 
vantage of this who really are not capable, and who are not willing 
to assume their risk. I think this is the real essence of our system. 

Senator Corron. Even under the bill, with this provision in it, 
which you consider is important, and I am most reassured to have you 
say that, what do you envision as a reasonable and probable limit of 
the contingent liability this Government is likely to incur if this bill 
becomes law. 

General Qursapa. I would have to estimate this, Senator. 

I would say that if the Military Establishment will, in fact, do 
what I think they are going to do, and assist in the so-called priming 
of the pump, by encouraging commerce on the one hand, and the 
aircraft industry will develop or declare itself willing to develop the 
type of airplane that is within the state of the art and can serve this 
purpose, 1 would say that this could develop—that we could de- 
velop a contingent liability over the period of 5 years of the bill as 
much as four to five hundred million dollars. I think there could 
be that many purchases, or purchases to that order of magnitude, up 
to four to five hundred million dollars. 

Senator Corron. Thank you. 

Now, Commissioner Gurney 

Senator Enere. Would you yield for just an inquiry there, Sen- 
ator ¢ 

Senator Corron. Certainly. 

Senator Eneie. You are estimating what it might be if you take 
the conceivable possible maximum it would run 3.6 billion, would it 
not ? 

General QuesapA. I do not think so; no, sir. 

In the first place, I do not think the Military Establishment would 
say they need that many. 

Senator Encie. Maybe not but 

General Qursapa. So, therefore, it could not. 

Senator Enetr. I asked Mr. Durfee that question yesterday. He 
said mathematically it was possible. 

General Quesapa. Well, this is his opinion, but it is not mine. 

Senator Corron. I was coming back to that in just a minute, Sen- 
ator. 

The second suggestion by the Commission, the second point in the 
letter of Commissioner Chan Gurney, indicated that he was in accord 
with section 3(b) 3, requiring the loan to be repayable in 10 years. 
The majority of the CAB preferred 15. 
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I gather from your statement you emphatically prefer the 10 years. 

General Qursapa. I prefer the 10 years, definitely; yes, sir. 

Senator Corron. Would you say that provision was extremely nec- 
essary in this bill, and that the bill might, in your opinion, be a very 
dangerous bill if that time were extended 4 

General Qursapa. I would not say it is quite as essential as the first 
— that you raised, but I do say 10 years is a reasonable time to re- 

;a loan for an air plane. 

emake Corron. It is pretty important, is it not, as brought out by 
Senator Engle, in this matter of freezing-in obsolescent planes. 

Iam troubled, I want to tell you very frankly, gentlemen. I am 
troubled. I remember 6 or 8 years ago, I do not remember how long 
ago, when I was a Member of the House, I went down to Newport 
News with a bunch of Congressmen and Senators and rode to New 
York on that magnificent ship the United States, and they took us 
down into the bowels of the ship and showed us what a w onderful in- 
vestment this was for national defense, because in 36 hours, or 24 or 
48 or some incredibly short time, you could knock out the partitions 
and it would be a troop ship, and it could go so fast it could zig-zag 
across the ocean without an escort, it could not be knocked out by 
submarine. ‘There we had this terrific investment in national defense, 
and fiddlesticks, if naval people, what they indicate is correct now, 
that magnificent ship, they have got so much faster submarines they 
could knock it out if it were unescorted before it got much beyond 

Sandy Hook. 

Yet, we have all this investment in there. It worries me when 
someone comes along and says, “Let’s assume this contingent lia- 
bility, let’s get in and build that.” We had a fishing boat bill before 
this committee just last June, [ remember—because they are just going 
to be so necessary, such a wonderful thing in case of War—they are 
a reserve fleet. 

Now, if you extend this any beyond 10 years, you are likely to get 
a reserve fleet about as good as your present reserve fleet of converted 
C-6’s and 7’s, are you not ? 

General Qursapa. I agree. I would like to go further and share 
your views and expound on them, if I may. 

I hope it will not be inter preted that I am antishipping, but in the 
case of the United States, which you brought out, ene was a grant 
somewhere between $50 and $70 million. It was not a contingent 
lability : it was an outright grant. 

This we are dead set against. I share your view that an extension 
of the 10 years for repayment to 15 would be injurious and I would 
like to fortify your views, if I may, sir, by indicating that the normal 
depreciation period for aircraft, as reflected by tax practices, is 7 
years. 

So, I cannot think of any reason why the repayment period should 
be twice the period of depreciation for tax depreciation for tax 
purposes. 

I think that they should go somewhat along together, depreciation 
isa legitimate way to repay capital costs. 

Senator Corron. Then this second provision we are touching on is 
almost as important to this bill as the first, is it not? 

General Quresapa. To me it is; yes, sir. 
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Senator Corron. The reason I went into this, you seemed to indi- 
cate it was not anywhere near as serious as the provision about the 
75 percent. Isn’t it pretty nearly as important, too / 

General Qursapa. I put them in the same category, with the first 
thing slightly more important, but I hope that the committee will 
recognize that 10 years is a reasonable period to pay a loan on an 
airplane that is in fact to be depreciated over 7 years. And I would 
hope that the committee would take a dim view of extending it 10 
years, and I hope you will share my view this is about in the same 
order of concern as reducing the 75 to 90 percent provision that is 
now in there. 

Senator Corron. Unless somebody takes umbrage at. the remarks 
that both you and I have made about the merchant marine, it is a fact, 
is it not, that the merchant marine is an activity that requires operating 
at great disadvantage? If there is an industry in this country that is 
no ‘longer an infant industry but a dynamic development under our 
enterprise system, it is aircraft, is it not ? 

General Qursapa. I share this view. I would put it this way. I 
do not think we would have a shipping industry in this country if we 
did not subsidize it, or it would be trivial. 

Whereas in the case of the aircraft industry and the provisions—and 
referring them specifically to the provisions provided for under this 
bill—all that we seek and all I think the committee seeks is some w ay 
to get over this problem of which comes first, the chicken or the egg, 
and to get it started. 

That is why I think the bill was written to provide for a 5-year 
period rather than a continuous period. I think the main objective of 
the bill, as I understand it, and as I have thought about it and discussed 
it with your chairman and others, that the purpose is to start 
something. 

Senator Corron. You want a sparkplug, but you are not asking for 
crutches ¢ 

General Qursapa. I am not asking for crutches. I would feel I was 
providing a disservice if I was supporting a bill that did end up on 
crutches. 

Senator Corron. A bill that went beyond the sparkplug stage 
would be needlessly opening quite a field for expenditures and boon- 
doggling, would it not ? 

General Qursapa. It would be creating an element of economy that 
should not exist. 

If it cannot stand on its own feet, it should not exist. I would 
welcome provisions in the bill to make the bill mandatory, that it 
cannot be extended. 

Senator Corron. If you can find a way when we start dishing out 
money in this country, to fix it so it will not keep on, you will bea 
greater inventor than Edison ever thought of being, and a far greater 
benefactor to the human race. 

No. 3 in this letter, which I am using as a pattern here—Com- 
missioner Gurney agrees with the provisions of section 3(b)4, specify- 
ing the total loan guarantees to any one carrier should be $75 million. 

He points out that the Board would limit the loan guarantee to $35 
million for each carrier. 
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What have you to say about that point of disagreement between the 
Board and the dissenting member ? 

General QursapA. I have no objection to that, sir. 

Senator Corron. You have no objection to which ? 

General Qursapa. To limiting it to $35 million. 

Senator Corron. You do not think it would cripple the bill? 

General QuEsaApa. No, sir. 

Senator Corron. Would it be an advantage? Would it be another 
safeguard ¢ 

General Quesapa. I think, for the type of carrier that would like 
to go into this endeavor, and who could also contribute the most, $75 
million is not unreasonable and is perhaps more e realistic. 

What we would have if it were reduced to $35 million would be a 
wider spread of interest, admittedly. 

Senator Corron. The first one would be a difference between 7 

lanes and 15 in one company; is that right? 

General Quesapa. That is right; yes, sir. 

Senator Corron. If you limited it to the seven planes, then you 
would spread it to more companies, or at least if they desired to par- 
ticipate, you would open up an opportunity for them? 

General Quesapa. The tendency would be to spread it to more com- 
panies ; ves, sir. 

Senator Corron. But would you open up an opportuunity? As 
Senator Engle has ponited out, there is no mathematical limit. There 
is no limit to the amount of the contingent liabilities if enough com- 
panies desired to avail themselves of the ‘Joan, is there ? 

General Quesapa. We have two factors that control here, Senator 
Cotton: (1) A practical factor. There is not an unlimited number of 
companies that can assume the risk. 

(2) I think I am right in saying that the Military Establishment 
would not certify to the need beyond their own. 

I do not believe the need is unlimited. 

hocamer Corron. I am sorry. I am afraid your last statement is 
not clear to me. 

General Quesapa. The Military Establishment has to certify, if I 
recall correctly, to the Board; right? 

Mr. Seaco. Yes. 

General Qursapa. Has to certify to the Board that they have a 
requirement for this airplane. 

This requirement, in my opinion, would be that this meets the tech- 
nical requirement and a requirement in terms of numbers of aircraft. 

Senator Corron. Oh, I see; I know what you are driving at. 

General Quesapa. The numbers of aire raft would not be unlimited. 

Senator Corron. General, is the prime motive, reason, and need 
for this proposed legislation—is it to create a new industry in this 
country and to put us in terms of competition with Great, Britain and 
Russia and anybody else or is it the creation of a reserve fleet for 
defense? Which is the real motivating factor in this bill? 

General Quesapa. It is both, sir, except in terms of the first; all 
we want to do is to start a new industry, and that it why we are limit- 
ing it to 5 years. 

But it is both. It is to assist 
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Senator Corron. You really want to create a booming industry to 
demonstrate to this world once and for all, we can do a better job 
under free enterprise than the Soviets can do under Government 
subsidies, and other nations? 

Why turn around then and put hobbles on it and say, you can’t— 
the companies that think they can use and make use of, and are 
ready to put up their part of the capital and build up this industry, 
that they have got to get a certificate out of the military that they are 
needed for defense before they can go ahead and zoom under this 
bill ? 

General Quesapa. I want to make it clear, Senator, any company— 
any aircraft company that wanted to design, build, and sell an all- 

cargo aircraft, I think is free to do so. 

And any transportation company that wants to buy this aircraft, 
or any other aircraft, is free to doso. 

Senator Corron. Yes; but are they free to do so and get the credit 
of the United States to help them ? 

General Qursapa. No, sir; not unless it meets this military 
requirement. 

Senator Corron. Iam talking about this bill and its effect. 

[ realize anybody can buy anything if he wants to in this country 
if it is available and they have got the money. 

But I am wondering—well, I think we understand the situation 
but it is a query in my mind, if this is such a necessary bill, as a 
sparkplug to set this industry afire and set it going, it seems to me 
the one factor is militating against the other. We cannot have our 
cake and eat it, too. We either had better make this a bill to stimu- 
late new industry, or else hold it down in terms of national defense. 

You start the industry going, and then new companies come into 
being and it is an expanding industry, and they want to avail them- 
selves of this, and up pops the military and says, “No, you have all 
the planes now we need, all the transportation and cargo planes we 
need in case of war, so you cannot borrow any under this. 

General Quesapa. Senator, our point really is this 5 years—I see 
your point very clearly, sir, and it is our opinion that all that is 
essential to get this moving is to start it. 

Senator Corron. Then why can’t we have in the bill a definite 
fixed limit of how much the contingent liability is going to be? 

General Quesapa. I think it would be very good to do so. 

Senator Corron. What would you suggest asa ‘limit? 

General Qursapa. A maximum of $500 million. 

Senator Corron. Thank you. 

Now, the fourth one, I will hurry on, Mr. Chairman, I will not 
take any time today. 

The fourth one was the provision in section 3—B-7, which prohib- 
its disposal of the aircraft during the period of the guarantee except 
to U.S. carriers. 


I would recommend— 
says Commissioner Gurney— 


an additional provision to this requirement which would limit the disposal only 
to U.S. carriers who are under contract with the Department of Defense as 
the original borrower was, unless the aircraft is replaced by one of newer 
design and capability. 
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Are you familiar with that suggestion ? 

General Qursapa. No, sir; 1 am not. I did not get this letter 
until this morning. 

Senator Corron. Why don’t you put a comment in the record on 
that at your convenience / 

Senator Monroney. Doesn’t that mean, if he sees fit to sell it to 
another American operator, and he can only sell it to another Ameri- 
can operator, that this operator must also place this plane in the 
CRAF fleet, so the same defense obligation of the original borrower 
would follow the plane through a change of operators ? 

General Qursapa. That is what I think it is meant to accomplish, 
and I think it is a reasonable requirement. 

Senator Corron. I will give you an opportunity to examine that, 
and just a brief comment on “it if you want. 

General Quesapa. We will comment on the entire letter if we may. 

Senator Corron. Thank you. 

General Quesapa. All right. 

Senator Corron. This is one other point I wanted to ask you. The 
reason I am asking you now, Mr. Chairman, although it may be outside 
the purview of your desires on the examination, is because I am anxious 
to get the general’s comment on this as a preface to the testimony of 
the manufacturers we will be listening to shortly. 

As a matter of fact—it is a matter of fact, is it not, the past few 
years the development of civilian aircraft, not referr ing to just cargo, 
but all civilian aircraft—has been largely, at least substantially, at the 
expense of the Government in that the military have developed, like 
the 707, and various developments, have dev eloped them, gone through 
the period of research and experimentation, developed the plane, and 
then the civilian air industry falls heir to it; is not that a reasonable 
statement ¢ 

General Quesapa. Sir, I think all of aviation history was of this 
background. Not only the last 5 years. I think the development of 
air commerce in this country is very largely due to developments that 
have occurred in the Military Establishment, and that is particularly 
true in respect to propulsion systems, which is one of the most costly 
oF of all. 

I do not think we should either be surprised by this or hide it. It 
is just a simple fact of life. That the J—75 engine was developed by 
the Military Establishment, the DC-135 was developed by the Mili- 
tary Establishment. 

It was at risk to the Boeing Co. It was converted to a 707. The 
propulsion system in the DC-8 is developed in a large part by the 
Military Establishment. 

Senator Corron. General 

Senator Monronry. There is one exception I just have to put in 
there, though, and that is this: the DC-3 was developed strictly by 
private enterprise and became the backbone of our cargo movement 
during World War II and the same is true of the DC. 

General Quesapa. I agree, but you must crank in the propulsion 
system in all of these things. A large segment of the development 
has been done by the military segment. 
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Senator Corron. You do not need to defend that, because my ques- 
tion is not critical; as I will indicate in a minute, it is quite to the 
contrary. 

Now, is it true that a substantial part of the expense of a new type 
of plane, such as you are considering now in the cargo field, a sub- 
stantial part of the expense that you “figure in to the cost of planes is 
the long, expensive research and development feature before the plane 
is in being and the “bugs” are out of it? 

General Quesapa. The state of the art, in my opinion, Senator Cot- 
ton, is here, and I think this is one of the virtues of our system, that 
we are sufficiently flexible that one segment of Government can use the 
advantages of another. 

I think this is a great asset tous. But to more specifically answer 
your question, the state of the art essential to developing an all- -cargo 
airplane from scratch is here. ‘The research that is necessary to do it 
is behind us. 

Senator Corron. You mean that the—— 

General Qursapa. The development costs are ahead of us. 

Senator Corron. All of that is taken care of ? 

General QuesapA. Yes, sir; the development costs are ahead. The 
research is behind us. 

Senator Corron. Then the cost to the prospective purchaser is 
now fundamentally confined to the cost of producing the plane and 
selling it, or will these costs be figured in as a substantial part of the 
purchase price of one of these planes? 

General Quesapa. These costs—the costs of development, the cost 
of preliminary design, detailed design, tooling up, and production, 
would be in the cost of these planes. 

Senator Corron. I am not quite sure. 

Do you mean that the long-range cost of developing this plane is 
going to be figured into the cost of the craft that is sold or not? 

General Quesapa. The development costs, but not the research 
costs. 

Maybe I could be more specific. It is easier to explain the point 
by using the propulsion system. 

Let us assume that the airplane, that we are seeking—and this is 
an assumption only—is to have a turbofan engine. 

The turbofan engine, for all practical purposes, is here. It has 
been developed under the military, as a military requirement. 

This engine, from than on, can just be purchased as an engine, and 
applied as a propulsion unit to the airplane. 

Now, the aircraft companies, the airplane manufacturers, they are 
going to be put to the cost of preliminary design. He has to m: ake a 
design of this airplane. He has to make some very difficult calcula- 
tions as to how much it is going to cost to build, how much it is going 
to cost to operate, whether the powerplant is compatible with this 
weight and so forth and so on. 

Then he goes out and sells it. And then he has to make up his 
mind as to when to tool and go into production. 

Senator Corron. This new plane that you have in mind, with the 
exception of the developing of the various types by the various man- 
ufacturers is actually no longer on the drafting board, it is a fact, is 
itnot? Then, from what you have just told me 
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General Qursapa. Several companies have gone so far as to de- 
velop various preliminary designs. 

Senator Corron. This still is not necessary as a sparkplug to enable 
us to produce something that can compete on an even basis with the 
Soviets or with Great Britain or somebody else, this is simply funda- 
mentally, then, a bill to create a contingent liability on the U.S. 
Government to enable airlines to purchase something that is al- 
ready—that already private enterprise has produced. 

General Qursapa. Not “has produced”—can produce. They have 
not produced it; no, sir. 

Senator Corron. If not the major, but the very, very substantial 
part of producing a new type of aircraft is the long months and years 
of research and the developing of it and the planning of it and the 
perfecting of it—if that is a very substantial—and it is my under- 
standing it is very substantial, if not the major cost—if that is be- 
hind us, then that has been done without the sparkplug that you are 
calling for in this bill. 

General Qursapa. That is correct, you have focused on it very 
closely, but it has had another sparkplug, and that is military—the 
development—all of these things have been accomplished, or most of 
these things have been accomplished within the military programs, 
that is correct. 

Senator Corron. They have been accomplished partly by private 
enterprise, and perhaps even more by military’s contribution to it. 

General Qursapa. That is correct 

Senator Corron. But the contribution has been made. 

General Quesapa. That is behind us and has been made. 

Senator Corron. And yet, with all that, with the contribution of 
the taxpayers through the military research, and understand I think 
that is a fine thing, I am not complaining. 

General Quesapa. I understand. 

Senator Corron. With all that has been done, with the fact that 
this is ready to go, you still feel that we are not in a position in this 
country under our capitalistic system and under our present system 
to go ahead and meet the competition from abroad unless we open 
up a contingent liability of at leant half a billion and possibly more 
than that, in order to get these things purchased, these aircraft pur- 
chased, is that correct? 

General Qursapa. That is correct. I agree with what you just 
said. I think this bill provides a necessary stimulus to accomplish 
the development of an air cargo industry, in spite of all that has 
gone on behind us; yes, sir, I do. 

Senator Corron. Well, General, I think that is a terrible indict- 
ment of our free enterprise system, that even when it has had the 
benefit of all this military research, when the plane is ready to come 
off the drafting board, when the turbofan is developed, that. we still 
cannot get into production and meet what Great Britain has to offer 
and what the Soviets have to offer without priming the pump some 
more, and without dipping in some more to the public credit, if that 
is true. If that is true, we better begin to take count of stock. 

General Qursapa. Senator, I understand your point, but I think 
the aircraft industry in one respect is somewhat unique. 
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I do not believe that there is an industry in the world any place 
in which the development of a single product—one product—re- 
quires an investment of something like, oh, $800 million. When you 
consider all that goes behind us, “such as the cost of developing the 
engine and all of the things to which you have referred and I have 
referred, when you develop one model airplane, there is a unique 
background of investment that does not apply to any other single 
industry like the locomotive industry. It is not true there. 

Senator Corron. General, is this a good plane? 

General Qursapa. It could be a good plane. 

Senator Corron. Is it as good a plane in your opinion as Great 
Britain’s development, as they are dev eloping or has developed ? 

General Qursapa. The airplane we are thinking of would reduce 
by something on the order of half, by 50 percent, the cost of the 
British or any airplane that the British have ever developed for 
cargo purposes, 

Senator Corron. You say we are thinking of. This is no dream 
This, to you, and to those who understand pl: ine manufacture, this is 18 
something that is beyond the thinking stage, is it not ? 

General Qursapa. We are conv inced this airplane is now in a posi- 
tion to go into development and production. 

Senator Corron. It is better you say than what Great Britain has 
in their cargo plane? 

General Quesapa. Better than the Canadian; oh, yes. 

Senator Corron. Is it better than the Soviet cargo plane? 

General Quesapa. A lot better. 

Senator Corron. We have the best mousetrap, then, in the world? 

General Qursapa. We would have. 

Senator Corron. But it would not sell without a Government 
subsidy ? 

General Qursapa. I think itwould not; no, sir. 

Senator Corron. All right. 

Senator Monroney. This is not a subsidy, is it, General ? 

General QursapA. It is not a subsidy. We do not think of it asa 
subsidy. 

Senator Corron. I do not want to get into that, and will not take 
much more time, but Mr. Stans, of the Bureau of the Budget, made a 
speech recently in which he says a $290 billion debt is only part of the 
story, that we have over $350 billion of future obligations to pass 
the services, with $98 billion more of c.o.d.’s so that our debt, our real 
debt for past services is roughly the appalling amount of $750 billion, 
and then later in a newspaper interview he said he did not take into 
account the contingent liabilities in the field of housing, and else- 
where, of ewaranteed loans. 

Senator Monroney. That is about $30 million, worrying about 
FHA guaranteed loans. 

Senator Corron. I am not necessarily worried. I am not worried 
about my rent, unless I get licked for the Senate next time. 

I know I can pay my rent at least until 1962. I am not worried 
about it. 

But I know it has to be met. I know if my wife has to go to the 
hospital, and if I have an expensive campaign, the Democrats get too 

rambunctious up in New Hampshire, it is going to be something that 
is painful to me. 
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I am not suggesting our economy is going to continue, and in reply 
to the chairman, I do not know. I am worried to death about FHA 
and some of our contingent liability, but this theory that here is a 
Government credit that something does not cost anybody anything, 
just put it behind this program, put it behind that program, let the 
contingent liabilities mount up. I just am not quite prepared to say 
that it is impossible that someday there will not be—the chickens will 
not come home to roost. 

I want to know first, we have got to have this in order to keep our 
reserve fleet. Second, that with the best cargo plane in existence now 
developed to the point where you can see it, you who know about it, 
and know what it is, the best mousetrap in the world, and with air 
traffic exploding and with 

Senator Monronry. Do not use that word. 

Senator Corron. Change it to expanding. 

With air traffic expanding, I want to be very, very sure, and I hate to 
think that we have come down the road to the point where with 
American ingenuity, with the help of the military, with the Govern- 
ment already in this picture up to its ears, we produce the plane, pro- 
duce the cargo plane, we are ready to go, we have got plenty of cargo 
to carry. 

Certainly, if some rule is adopted in regard to military transport, 
but here we are, and you talk about the chicken and the egg, if the 
chickens had waited as long as we are waiting, and were as helpless 
when they got the egg ready to lay as we are, you would never have 
had an egg in your whole life. 

That is what worries me, gentlemen. But you tell me, and I have 
great confidence in you, that here we are all ready to go, but we cannot 
start unless we have this additional push from Uncle Sam. And 
you feel that is absolutely true? 

General Quesapa. Yes, sir, I do, and I do want to draw your 
attention, Senator, to the fact that the Government is getting some- 
thing. It is getting the use of this airplane, or the possession of 
this airplane, should this contingent liability turn out to be a liability. 

I would like to also point out, if I may, that if we do not use private 
funds, carrying with it the guaranteed loan—don’t use private funds, 
the alternative is to use public funds, because the military establish- 
ment, in my opinion, must acquire a modern cargo airplane—and so, 
what I am trying to do is transfer some of this load over to the public, 
to be honest: about it—to the Commerce not to the public. 

Senator Corron. Do you feel the airlines of this country should sit 
back and let military run away with freight traffic, if they can stop 
it, if they can get good planes, and good modern inexpensive trans- 
portation available? 

General Qunsapa, They have so far. 

Senator Corron. You have not had this plane so far. They are 
using converted DC-—6’s and 7’s, are they not? 

General Qursapa. And they always have. This is the whole 
point. 

Senator Corron. I know, but how long has this cargo plane—it 
isnot even available yet actually in being, is it ? 

General Qursapa. No, sir, but the point I am trying to make, 
Senator, is that for the last decade the type of airplane that has 
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been used for cargo purposes to a large extent by the military, and 
to a complete extent by Commerce, is the converted passenger con- 
figurated airplane. 

This has resulted in what I think is unnecessarily high cost, and 
we have always thought, and many people have struggled with the 
proiblem and have had the strong conviction, that if 10 years ago 
we had developed an all-cargo airplane, we would have a cargo 
industry today, you see. 

Senator Corron. Well, if I am in the trucking business, and a truck 
comes on the market that will carry more freight at less cost and 
give me a “jump” on my competitors and enable me to do more busi- 
ness and make more money, I[ will find a way to buy it if I am in 
the trucking business, when it comes on the market. I will find a 
way to buy it, if I have any financial responsibility whatsoever. 

Now, of course, if I can go and get a good loan from the Govern- 
ment, I will take it, because even though I make a lot of speeches 
about free enterprise, us people up in New Hampshire, we are rugged 
individualists, but when we get a chance to get something out of the 
Government, I know sometimes we do. 

General Qursapa. You are not unique in that respect. 

Senator Corron. But I am confident that the truckers in this 
country, when they get a chance to turn in etheir old truck for a new 
one, or sell it and get a new one, that will carry a bigger load at 
less expense, and is more effective, they are going to do it. 

I cannot believe that the airlines in this country are not as enter- 
prising as the truckers. 

General Qursapa. Well, the airlines are enterprising, sir, but we 
are dealing with a unit that costs in the area of $5 million, and before 
anybody will go into production on this unit, they have to foresee a 
market of around 100 units anyway. 

I think there is a substantial difference between the development 
of a new and better truck and the development of a new and better 
cargo airplane. 

Senator Corron. Just one more question, Mr. Chairman, and I 
am finished. 

If the Congress should see fit and were able to put in restraining 
legislation, so that MATS was not doing so much of the “freighting” 
business of this country, and so that Colonel So-and-So or General 
So-and-So, or Major So-and-So—their families and their household 
goods and the rest of them begin to be available for—even if the Gov- 
ernment pay the bills—private transportation, don’t you think that 
would squeeze the egg out of that chicken, without passing this bill. 

General Qussapa. It would do a lot. 

Senator Corron. Thank you. 

Senator Monroney. Isn’t it going back to what he said about the 
analogy between the trucking industry buying more trucks when 
there is a more efficient one produced, isn’t it a fact generally you do 
not find very many bus companies buying trucks, and the present 
configuration of our airlines is strictly a bus operation and not a 
freight operation or truck operation ? 

General Qursapa. This is what has plagued the development of a 
cargo unit industry. 
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Senator Monroney. We have been so busy flying so far and so fast 
in the passenger field, that this has become almost a forgotten child. 
General Qursapa. That is absolutely correct, in my opinion, sir. 
Senator Monroney. Is it also a fact that it is going to be quite 
difficult for any airframe manufacturer encumbered by tremendous 
development cost to supply the business needs of the airlines? Hav- 
ing risked hundreds of millions of dollars in ee capital for 
the passenger jets, can they then go into another widespread develop- 
ment program unless they are reasonably assured that their customers 

will be able to “buy” the planes on terms that they can offer? 

General Qursapa. That is certainly true, Senator Monroney, but it 
applies to the same extent to many of our carriers, too. 

The buyer of the airplane is also confronted with the same prob- 
lems as is the seller. 

Senator Monroney. So we have the unfortunate choice of either 
waiting until the heavy expenditures in the airframe companies for 
development of the passenger jets have been absorbed over the years 
and their capital replenished, and also their customers whose heavy 
commitments for the purchase of these jets have been absorbed 
through the amortization of these loans, before we would have a 
domestic aircargo industry that would be capable of equipping itself 
to produce a rate of half the present cargo rate? 

eneral Quesapa. And perhaps not then, Senator, because con- 
ceivably that time the cycle will start all over again in the supersonic 
transport. 

Senator Monroney. Furthermore, would it not be difficult with a 
domestic manufacturer having the state of the art at hand to produce 
this plane if one could drive across the international line, so to a 
pick up a modern cargo aircraft at terms about 10 times more advan- 
tageous on the payout, than he could buy from our domestic 
producers ¢ 

General Quesapa. Well, we are in to that position right now to some 
extent. 

Senator Monroney. That is right. 

General Quesapa. If you go to Canada. 

Senator Monroney. So there is some need for this aircraft, but with 
the long payout period underwritten by the Government itself, then 
we are handicapped and handicapping our own manufacturers and 
we are forcing our own airlines to seek their machine and their terms 
from a foreign country. 

General Quesapa. This is what has happened. 

Senator Monroney. Canada is a good neighbor, a friendly neigh- 
bor, and one we wish success to. But we do not think we ought to yield 
to them the entire aircargo market for 5 or 6 years. 

General Qursapa. I am delighted they have done this, sir. They 
have stimulated the industry. I think it is marvelous Canada has come 
up with this type of airplane. I wish them all the success in the world 
for their ingenuity. 

Senator Monroney. We cannot sit here, though, and expect to sell 
a product which is still a market yet: to be developed largely, Ameri- 
can people selling it for cash, and the other country giving a long 
period of payout on special terms. So this is what we face, and we 
either must act, or we must hope that if cargo is to be developed, it 
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will be developed in foreign-made planes and that. the world market 
will probably follow for many years the pattern that is set in the early 
days. 

tina al Quesapa. If we do not respond, I hope that other countries 
do. And I hope that our airlines will buy them. 

Senator Monroney. Did you have any questions, Senator Engle? 

Senator Encxe. Only one further question. 

I do not want to interrupt my friend from New Hampshire, but I 
think he was proceeding on the assumption that the cargo airplane 
we are talking about is in existence. 

As I understand, we have the technology developed, but it is not 
here at the present time, and it will not be for a little while, is that 
correct ? 

General Quesapa. That is correct. 

The technology i is here. The state of the art is here. The airplane 
is not, that is correct. 

Senator Eneie. One further question. 

Would it not be more intelligent, General, to get the airplane and 
then talk about how we are going to sell it? 

General QuEsapa. You will not get it, Senator ? 

Senator Enerre. My concern is that we are undertaking to write 
here into law and to pass now a guarantee program for a nonexisting 
airplane, and that necessarily those aircraft companies or carriers, 
rather, that want to take advantage of this program will do it in 
terms of existing aircraft, say the CL—44 or the Boeing, rather than 
the aircraft that is going to be available say in 3 years. 

General Qursapa. Well, I tried to bring out, Senator Engle, that 
this is characteristic of the aircraft industry. The Convair 880 and 
the Douglas DC-8 were all sold before there was an airplane. This is 
a unique, a somewhat unique situation that applies to the aircraft 
industry and does not apply to most other industries. 

It is not unusual to buy an airplane that is nonexistent. 

What we are trying to do is to encourage people to buy this partic- 
ular type of airplane that is nonexistent. 

Senator Enexe. I just doubt if they had an order for this Canadian 
aircraft from Flying Tigers at the time they started flying, or rather, 
building. I think that came along afterward. 

General Qursapa. I cannot answer this with assurance, but I do not 
believe that Canadair built the airplane and then sold it. 

You do not have an inventory of airplanes, as a general rule. It 
would be most unusual to have an inventory of airplanes. 

You build the airplane after you get the order, and furthermore—— 

Senator Eneie. They probably had some orders, I would not say 
about that, but I would certainly like to see the airplane before I 
started writing the loan program, or at least know there was such 


reasonable prospect we would not be underwriting obsolescence when 
we started. 


That is all, Mr. Chairman. 
Thank you very much. 
Senator Monroney. Doesn’t 
Senator Enexe. Unless the general has some comment. 
General Quesapa. No. 
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Senator Monroney. Actually, the bill provides that the plane must 
meet the specifications of the Secretary of Defense and the Federal 
Aviation Administrator, both of whom will be conferring with their 
constituencies, one the military and the other the civil airlines, to see 
if it is the type, kind and design of a plane that they would buy before 
they would consider approving any prototype loans, isn’t that correct ? 

General Quresapa. That is correct, sir, and as provided for in the 
act. 

Senator Monroney. Canadair did not I think, actually commit itself 
for these planes until the Government of Canada had agreed to under- 
write the sale of them on a long-term loan, that would make their sale 
possible even to U.S. air carriers. 

General Qursapa. That is correct. 

Senator Monronry. Would you care to comment on the status of our 
airlift, the portion of MATS that is devoted to airlift, and tell the 
committee what is your estim: tion of its present composition ? 

General Quesapa. I think the Department of Defense would com- 
ment more authoritatively than I can, but I could just say this, for 
what it is worth: That I think less than half of the MATS fleet are 
airplanes that were ae and built to carry military gear, and that 
the other percentage, whatever it is, is basically a converted passenger 
configurated aircraft. 

Admittedly, and properly with flooring essential to hauling cargo, 
or carrying cargo, but by and large, it is obsolete , however you measure 
it. It isan obsolete fleet. 

Senator Monroney. Half of the MATS fleet, that part that is 
especially personally assigned to carry cargo, is composed of the old 
C-124? 

General Qugsapa. That is substantially true; yes, sir. 

Senator Monronry. That plane was designed in 1947, I believe. 

General Qursapa. That is correct. 

Senator Monroney. It has not been built since 1952, is that correct ? 
Moreover, the engines are no longer produced, the parts and acces- 
sories that go into their repair and maintenance have to be lar gely 
handtooled to keep them airworthy ? 

General Quersapa. Sir, I think the committee would be better in- 
formed if they got this direct from the Military Establishment, but 
I will say what you have indicated is true. But I woulde like to add 
not a single airplane in the commercial fleet of the American carriers 
that was designed as a cargo airplane 

Senator Monronery. This is in the commercial ? 

General Qursapa. In the commercial. 

Not a single airplane in the whole American commercial fleet. that 
was designed to carry cargo. 

Now, there are some DC-6’s, without windows. In my way of 
thinking, that is a far cry from having been designed to carry cargo. 

Senator Monronry. And their oper rating costs are roughly to the 
customer about 23 cents a ton-mile? 

General Qursapa. The operating costs and the handling charges 
are over and above what we are convinced can be achieved by the 
development of an all-cargo airplane. 

Senator Moroney. Since we have agreed that the backbone of 
MATS, logistically, some 250 C-124’s are hopelessly obsolete, the bal- 
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ance of the MATS fleet, the passenger configured aircraft, are like- 
wise obsolete, save for the 33 C-—133’s, which is a more recently de- 
signed plane for outsize cargo, a heavy lift aircraft, and the three 
passenger jets which we have in the fleet. Everything else goes back 
to DC-6 or a Connie, or less, is that right ? 

General Quesapa. It is pathetically obsolete. It is out of phase 
with everything else we are doing in the Military Establishment. 

We have one arm over here that is just old fashioned and the rest 
of it is reasonably modern, and I personally feel that the Military 
Establishment has the duty and the right to modernize its cargo fleet. 

Senator Monroney. I quite agree with you, and I have always ad- 
vocated steps to modernize both the MATS fleet. and the civilian fleet, 
because one complements the other. If we have this obsolescence in 
the fleet, I ask you if there are any procurement funds in the defense 
budget that would allow us during fiscal 1961 to modernize this fleet 
with procurement of new aircraft? 

General Quresapa. I think there is. 

I think there is around $50 million. 

Senator Monronery. This is research and development, as I under- 
stand it, it is an unidentified item, but my impression has been in dis- 
cussions that this is a research and development item, leading toward 
1965, or 1966, rather than the immediate procurement of any modern- 
ized aircraft. 

General Quesapa. I think, sir, to get more accurate information, it 
would be better to get it from the Military Establishment, but there 
is one thing I would like to impress on the committee with all the 
persuasion that I can muster. 

We will never in the next 50 or 100 years have an opportunity to 
develop jointly an airplane that both commerce and the Military Es- 
tablishment can use. If the Military Establishment, either by choice 
or by design, goes off and develops its cargo airplane without consid- 
eration to the commercial requirements, or if the commercial interests 
go off and develop their airplane without consideration to military 
requiremnts, I do not think for the next 50 years we will ever have 
the opportunity that exists today to develop a situation wherein both 
of us arein phase. I do not think it will ever occur. 

Senator Monroney. Would you say from the vast amount of work 
that you have done on this, that the opportunity for a compatible 
agreement between the military and the civilian side exists as of 
today ? 

General Quesapa. It exists because of the very reason you have 
cited. 

Their fleet is obsolete. The commercial fleet is obsolete. We have 
both in the same relative posture. They both have the inclination to 
improve, and if we do nothing, I think we have lost the opportunity 
for 50 years, because we will never be in this same position, same 
position or posture again. 

Senator Monroney. I thank you very much. 

Do you have further questions ? 

Senator Enere. Just one, Mr. Chairman, and it relates to the de- 
tails of the bill. 
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I notice on page 10 in Mr. Durfee’s statement that he says section 

3(A) of S. 27 V74, requires no guarantee being made unless the Ad- 
ministr ator “shall have certified that the guarantee shall further the 
objectives” of the act. 

It does not appear to the Board this is a necessary provision. If 
the Board has economic and legal expertise sufficient to administer 
such a program it would seem that the inclusion of the requirement 
that a second agency review the work of the first agency would only 
have the effect, of creating duplicating staffs in the Federal Aviation 
Agency and in the Civil Aeronautics Board for the same purposes. 

Do you have any comment on that? 

General Quesapa. Yes, sir; I do. I have to say very frankly I 
am. sorry they took this position, but I think they took it mainly 
because they did not quite understand what the provision provided for. 

The provision as I understand it requires that the Agency, in this 
case the FAA, would have to certify that the technical specifications 
of the aircraft are such that they meet the provisions of the act and 
further air commerce. 

I think the Board has interpreted this to mean we would pass on 
the economic implications but that is not what is intended at all. 

The Board has economic know-how and economic responsibility. 
Ours is more in this case, more of a technical assurance that the speci- 
fications are in a technical sense met. 

Senator Monroney. Do you have anything further ? 

General Quesapa. I think I can talk to Mr. Durfee and straighten 
this out, to be frank about it. 

Senator Monroney. The exposure of the Government to a possible 
loss has been mentioned repeatedly in the hearings, particularly by 
the distinguished Senator from New Ilampshire. 

Since the aircraft with a 33- -percent downpayment has been pro- 
cured with Government insurance, if this bill should pass, since its 
terms require the remaining balance to be paid in 10 years, would 
you not say the security of a late model plane, and the equity that the 
operator then has in the plane, would almost assure the Federal Gov- 
ernment. of being able to sell the plane without any great loss of the 
insured balance? 

General Quesapa. I think it would not only permit it to sell it, but 
it would also permit the owner or the company to sell it with the 
equity of the Government preserved, but more importantly, sir, the 
Government could acquire it and then it would be acquiring an air- 
plane that it, itself, said it needed. 

Senator Monronery. At 3314 percent less cost than the original cost, 
plus 10 percent each year on the subsequent payments ? 

General Qursapa. That is correct. 

Senator Monroney. So there is little risk to my way of thinking 
in this time payment plan. Should the plane have to be repossessed 
after the first 2 years, you will have virtually—in 3 years you would 
have more than half of the cost of the plane. 

General Qursapa. You would have 53 percent. 

Senator Monroney. This would not lead to the huge exposure or 
careless fiscal management that might be implied if the ‘actual security 
behind the loan guarantee were, say, in a ballistic missile or in a super- 
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sonic bomber or things of that kind. This would be a workhorse of 
which the Government has need and of which the commercial carriers 
will have a need. 

General Qursapa. That is correct. 

I would also like to remind the committee of that portion of our 
history which indicates the airplane in fact is not depreciated at the 
same rate they are allowed to depreciate it for tax purposes. 

All you have to do is look on the annual statement of practically 
every airline in the country, a percentage of their income is from the 

sale of used aircraft. This is just a fact of life. 

Senator Monroney. One point more, and then we would like to 
move to the next witness, if no one has further questions. 

The question was raised yesterday, is any value to be obtained by 
these planes in the reserve fleet in case of an emergency, either limited 
or general war, because the pilots would be civilian pilots. 

I, for one, feel that the civilian pilots would be as competent and as 
able and willing to fly into most of the same areas as military pilots. 

You have had some experience, I believe, in this field, have you not? 

General Qursapa. Oh, during ‘the war we had experience, and since 
the war we have had experience. 

I do not think the putting of a uniform on one’s body causes him 
to be any more patriotic than before he put on the uniform. 

The pilots are good, loyal Americans, just like anyone else. I 
cannot believe that they would not respond most willingly to any 
emergency need, including the entrance into combat areas. 

They are a conscientious, sincere, devoted group, just like any other 
group of American citizens. I cannot help but go back to the time 
when we were running convoys into Murmansk ‘and remind myself 
that they were manned by citizens. If I recall correctly, one convoy 
started out with something like 33 ships. They lost something like 23 
ships—lost 17—the others went on, and the convoy behind them came 
on, too. 

I do not believe there is any great difference between the devotion 
to duty and patriotism of those people who are in uniform and those 
who are not. 

Admittedly, those people who are have the force of law behind 
them. But the oilaiee the airline pilots, and the other pilots, are very 
patriotic groups who, I assure you, would not be balking at going into 
a combat zone. 

However, I must remind the committee that the Military Establish- 
ment, before it gives its approval to the guarantee that a buyer would 
be eligible for, ‘has to assure itself, or has the right to assure itself 
that this aircraft is usable to them, and in my way of thinking, the 
aircraft alone is just so much mass. They have to assure them that it 
can be used under the conditions that are essential to their needs. 

Senator Monroney. Do you have any further questions / 

Senator Eneie. No, sir. 

Senator Monronry. Would the Senator be willing to sit while we 
hear from Mr. McGuire, the Assistant Secretary of the Department 
of Defense? 

Senator Enete. Mr. Chairman, I am perfectly willing to have Mr. 
McGuire make his opening statement, but I have to go to the Armed 
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Service Committee and if we get his general statement in, perhaps 
then we could adjourn and come back tomorrow morning for the 
questions. 

Senator Monronrey. Senator, you would rather not meet this 
afternoon ¢ 

Senator Enexe. That is correct. Iam perfectly willing to have Mr. 
McGuire make his opening statement, get that much out of the way, 
because I can read it in the meantime. 

I regret to seem to interpose any objection here to sitting in the after- 
noon but we have Armed Services Space Committee meeting. This 
matter vitally concerns me, because I have more aircraft manufac- 
turers and carriers than anybody in the world, and I also have missile 
people down on the other end of this argument. As long as these two 
committees are running together, I see no alternative except to split 
the difference. I missed the committee meeting this morning. I want 
to attend it this afternoon. 

In order to facilitate the matter, though, and get Mr. McGuire’s 
statement on, I would be perfectly willing to do that. 

Senator Monronrey. We will do that, then, and we will go over 
after this until tomorrow morning, at which time we will bring Mr. 
McGuire back, if there is any questioning, and then we will have the 
two witnesses who were scheduled for this afternoon, Mr. Vern H. 
Johnson, vice president, Eastern Division of Lockheed, and Mr. 
Douglas will not be here tomorrow, but he could come back Thursday. 
Would Thursday morning be all right with you? 

Senator Enerz. That is perfectly all right. 

Senator Monroney. So we will excuse you. 

General Qursapa. Thank you very much. 

Senator Monroney. Thank you for the detailed information you 
gave us and the attention you have given to the subject as well as 
the very valuable statistical material given in this hearing. 

Thank you very much. 

Senator Monroney. Mr. Secretary, we appreciate very much your 
attending this hearing, and also the care and preparation you have 
devoted to the statement you will present. 

Under the suggestion of the distinguished junior Senator from 
California, we will hear your opening statement and then if there 
are questions, we hope you would be able tomorrow morning to come 
back and answer them. 

General McGuire. Mr. Chairman, I am free in the morning and 
would be delighted to be here in line with what the Senator suggested. 
I will read my statement and then return tomorrow. 

There is no sense in having these backup people come up here. 

Senator Monroney. Proceed. 


STATEMENT OF HON. PERKINS McGUIRE, ASSISTANT SECRETARY 
OF DEFENSE, DEPARTMENT OF DEFENSE 


General McGurre. Mr. Chairman and members of the subcommit- 
tee, I appreciate the opportunity to appear before this committee to 
give the Department of Defense views on Senate bill 2774. The 
stated purpose of this bill is— 
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To foster the national defense, the postal service, the development of civil 
aeronautics, air commerce in the United States and abroad, and for other 
purposes by providing for Government guarantee of loans to certain air carriers 
for purchase of efficient, newly developed, modern cargo aircraft and com- 
ponents of a cargo airlift system. 

The Department of Defense has a real interest in the expansion and 
modernization of commercial aircargo capability. Such expansion 
and modernization is desirable not only from a military operational 
standpoint, but also from the standpoint of logistical economy in 
both peace and war. 

Obviously, the Department of Defense is in favor of any program 
that has a sound economic base which will assist U.S. air carriers in 
obtaining the type of cargo aircraft that can serve defense needs in 
emergencies effectively. We believe that S. 2774 should assist. in 
bringing about modernization and expansion of commercial aircargo 
capability. 

For this reason, and because of the assurances given that we will 
have available to us when required any aircraft procured as a result 
of loans obtained under the provisions of this bill, the Department 
of Defense is in accord with its aims and objectives. 

In an effort to be of assistance we would like to point up, for con- 
sideration by the subcommittee what, based on the present language 
of S. 2774, we feel may be problem areas. We are raising “these 
points in a constructive effort. 

As a prerequisite to obtaining a loan under this bill, it would be 
necessary for carriers to satisfy the CAA that without guarantee they 
would be unable to obtain necessary funds for the pure hase of modern 
cargo aircraft on a reasonable term. A further section would require 
the “board. before certifying a carrier for loan, to determine that the 
prospective earning power of such carrier furnishes reasonable assur- 
ance of the carrier’s ability to repay the loan. It would seem to us 
that the first requirement relating to the inability to obtain funds 
from other sources at reasonable rates may be a limiting one. 

It would seem to restrict loans under this bill to those carriers 
whose financial] situation was such that investment organizations 
might consider them a poor risk. The question arises ‘then as to 
whether such carriers can make any significant contribution to the 
modernization and expansion of air cargo capability, and whether 
there would be any reasonable prospects ‘of such carriers having the 
earning power necessary to provide the reasonable assurance or 
repayment that the bill now requires. 

The Department of Defense is satisfied that the language of the 
proposed bill would provide the Secretary of Defense w ‘ith all neces- 
sary authority required to assure the availability of aircraft covered 
by the bill to support national defense needs in times of emergency. 
We also believe that the bill properly places with the Secretary of 
Defense responsibility for determining whether design and perform- 
ance characteristics of aircraft covered meet criteria of suitability 
for military use. 

However, we recognize the likelihood of problems arising in con- 
nection with the establishment of criteria of suitability and ‘the pres- 
sures resulting therefrom. As an example, if the criteria of 
suitability established are sufficiently limited to provide the type of 
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aircraft which optimumly serves military needs, the Department of 
Defense would undoubtedly be subjected to charges of unreasonable- 
ness, preference, or discrimination. On the other hand, if criteria 
are so broad as to eliminate the probability of such charges, it is 
likely that we may have to accept and use aircraft which are ineffi- 
cient for military tasks. We raise this point not in objection but 
rather to alert the subcommittee to problems which the Congress, 
the Federal Aviation Agency, and the Department of Defense will 
doubtless have to face in the future. 

Another point which the subcommittee should consider has to do 
with the problem of developing the type “ cargo aircraft which 
will most. effectively meet the objectives of S. 2774. Such an aircraft 
is not now in production in the United States nor has such an air- 
craft. been fully developed yet. This means that development moneys 
will be involved, and because of the national defense purposes to be 
served and the needs of defense for military cargo transports, it is 
not unreasonable to assume that the Department of Defense will need 
to fund for development to some considerable extent. 

I must caution here that participation of the Department of Defense 
in development. costs must be directly related to a military require- 
ment for such development. 

Also, funds from the Department of Defense for such purposes can 
be made available only on a basis which is consistent with and 
does not jeopardize other military programs of equal or greater 
essentiality. 

In connection with development cost, we feel it is appropriate 
and timely for arrangements to be made for industry to participate 
with defense in the cost of developing aircraft which have commer- 
cial application. We are not prepared to say at this time what this 
arrangement should be. We only point to the fact that such an 
arrangement would be equitable and in the national interest in our 
opinion. 

At one point in S. 2774 section 7(b), in particular, language is 
included which is a statutory direction for an immediate and o1 ‘derly 
transfer of increasing quantities of routine Government-sponsored 
aircargo traffic to certificated carriers without regard to the military 
mission of the Military Air Transport Service. We strongly oppose 
this entire provision and urge its deletion from the bill. We think 
it is unnecessary and that it could have far-reaching implications. 

The Department of Defense is progressively making greater use 
of commercial airlift service for the movement. of military traffic. 
There are evidences that these increases will continue in the future; 
but decisions in this regard should not be the result of fixed statu- 
tory direction but rather, the result of management decisions. It 
would be unwise and expensive in view of the | changing conditions, 
to require the Government by statute to take actions which are 
immediately inconsistent with military requirements, and whose con- 
tinuance during the effective period of the bill may have serious 
impact not now foreseen on national interests. 

Mr. Chairman, as you suggested, I have read this and we will be 
available for any questions you may care to ask us. 
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Senator Monronery. I am glad you will be available tomorrow. If 
you will be here at 10, there may be some questions the committee 
members might want toask. We dislike to inconvenience you because 
of the heavy workload you have. 

We appreciate the length of study you have given to this impor- 
tant subject and the information you have already given to the 
committee in this statement. Thank you very much. 

General McGuire. Thank you, sir. 

Senator Monroney. The committee will stand in recess until 10 
o'clock tomorrow morning. 


(At 12:27 p.m. the committee adjourned until 10 a.m., Wednesday, 
February 10, 1960.) 
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GOVERNMENT GUARANTEE OF LOANS TO CERTAIN 
AIR CARRIERS 


WEDNESDAY, FEBRUARY 10, 1960 


U. S. SENATE, 
CoMMITYTEE ON INTERSTATE AND ForeiGN COMMERCE, 
SUBCOMMITTEE ON AVIATION, 
Washington, D.C. 
The subcommittee met at 10:08 a.m., in room 5110, New Senate 
Office Building, the Honorable A. S. Mike Monroney presiding. 
Senator Monroney. The Subcommittee on Aviation will resume its 
hearings. When we closed yesterday we had the Honorable Perkins 
McGuire, Assistant Secretary of Defense for Logistics and Trans- 
portation before us. He had completed the reading of his statement, 
and we resume today with question on that statement. Senator Engle 
wishes to question the witness now so he can attend the Appropriations 
Committee meeting later this morning. 
I am happy to have Senator Engle go forward with his questioning. 


STATEMENT OF HON. PERKINS McGUIRE, ASSISTANT SECRETARY 
OF DEFENSE FOR LOGISTICS AND TRANSPORTATION, DEPART- 
MENT OF DEFENSE; ACCOMPANIED BY G. C. GREENWAY, SAFMA; 
COL. EARL C. HEDLUND, AFMTP; COL. FRANK R. PANCAKE, 
AFXPD; COL. HORACE A. STEVENS, AFORQ; AND MR. E. J. 
DRISCOLL, AFOOP—Resumed 


Senator Enetz. Thank you very much. Mr. Secretary, I was 
particularly interested in one part of your statement in which you 
recommended that this bill be amended to take out a provision that 
would shift mandatorily—that is on page 4—the increasing quantities 
of routine Government-sponsored aircargo traffic to certificated car- 
riers without regard to the military mission, or the Military Air Trans- 
port Service and you say “we strongly oppose this entire provision and 
urge its deletion from the bill.” Why do you do that ? 

Mr. McGuire. Well, first of all, Senator, I think that the word 
“immediate” in here is not really the intent of the committee or, I 
would hope it would not be. If this legislation is passed the connota- 
tion of this, in the future, will be misunderstood. 

What we are saying is that we believe that we are pointing MATS 
in the direction indicated by this but, first of all, it must be done with 
a recognition that we do have another responsibility and that is the 
military requirements and these things must go hand in hand. 

Senator Enete. How do you feel about it with that deleted ? 
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Mr. McGuire. I have indicated, sir, we are in favor of this legisla- 
tion without that section, and we are not, shall I say, ignoring the 
fact, because I think we have so indicated that there will be some of 
this business transferred to the commercial airlines. 

All we are arguing about on this point is it has got to be done in 
an orderly, businesslike manner, and with complete recognition of the 
basic military mission of MATS. 

We would have no objection to the bill without that. 

Senator Eneie. But you would not be for the bill if the language 
is retained ? 

Mr. McGuire. We would like to see this language deleted. 

Senator Eneie. But you would not say categorically you would be 
against the bill if the language is retained ? 

Mr. McGuire. I think my statement, Senator, was rather clear, 
We object to this language, and if the bill is to be put through as it is 
now, we have stated that that language is objectionable to us and we 
do not think it is a realistic piece of language. 

Senator Enexe. It clearly contemplates additional volumes of this 
kind of business will be transferred to the commercial aviation. 

Mr. McGuire. Yes, sir. 

Senator Eneie. To that extent, it is sort of a condition of thie leg- 
islation. 

Now, if that language remains in the bill, then the legislation takes 
quite a different posture, it seems to me, than what it is with the lan- 
guage in it. 

Mr. McGutre. Well, I think that our position is that we are facing 
up to this problem, and we are committed to a policy in this respect. 

As you know, there has been a substantial increase by the military 
of the commercial lift. 

We think that the committee will recognize, and we would hope they 
would, and we have a responsibility to see to it, that the requirements 
from a military point of view are recognized and that a piece of legis- 
lation does not govern the basic capability of carrying on aircraft 
overall to fulfill a military requirement which is essential in the pos- 
ture of our national defense. 

Senator Enete. I have a copy of the report which was just offered 
the press—you transmitted on February 9, 1960, to me and I suppose 
to other Members of the Senate. 

Mr. MoGutre. That is correct, sir. 

Senator Enate. Is the statement that you make with respect to this 
legislation, wholly consistent with what you come out with in this 
report ? 

Mr. McGuire. I think so, and I do not. know that we could have a 
stronger statement of policy, Senator, than the one that has been ap- 
proved by the President in this field. 

Senator Eneie. Do you agree with General Quesada that there 
ought to be a hard core of MATS lift.to take care of the outsized cargo 
of strictly military character ? 

Mr. McGuire. Yes, I think we will have to have that. 

Our report in essence aims itself at getting MATS as much into 
the “hard core” area and having the so-called civil eligible list, which 
is non-hard-core items, handled by the commercial areas as much as 
possible. 
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Senator Enete. Do you currently have such an airplane in exist- 
ence 

Mr. McGuire. I do not think we have the airplane that I would 
envision coming out of this legislation. 

We have such an airplane, one might argue, in the C-133. There 
are people here who are better able to analyze its capabilities but my 
understanding, Senator, is that this plane 1s not considered to be the 
ultimate in this attainment, as compared to the type of plane that 
would be considered as coming out of this legislation. 

Colonel Hedlund, do you have something to amplify on that ? 

Iam not a military expert in planes. I donot want to profess to be. 

Senator Ener. General Quesada said we do not now have the 
airplane that is contemplated by this legislation for the civil carriers. 

Mr. McGuire. We do not. 

Senator Ener. I am asking whether we have the airplane contem- 
plated for the outsized military cargo now in existence. Colonel, are 
you going to comment on that ? | 
* Colonel Heptunp. I might make a “pitch” along these lines, sir, 
that certainly at the present time we have one airplane which serves 
a very useful purpose in the outsized large item aircraft, that is the 
C-133 which is a capable aircraft for the large items. 

However, it is limited in its long-range aspects and it is certainly 
limited in its field. 

Now, with respect to a new airplane, or another airplane, to provide 
a capability of longer range, greater speed, for the major portion of 
the Hard Core Division, we do have our ideas. 

We have set forth our specific operational requirements for such 
an aircraft. 

Senator Enetr. In other words, what we are talking about is two 
new airplanes, not just.one. We are talking about a new civilian type 
aircargo plane, not now in existence, and we are also talking about a 
new military type cargo airplane for the hard core outsized military 
cargo not now in existence, is that correct? 

Colonel Heptunp. Well, I think perhaps I should make it very clear 
that the C-133, to which I referred, as presently in the inventory, it is 
m production and is there for not a new airplane. Now, the second 
aircraft to which I referred is one which may be compatible for both 
the military and the civil missions. 

We do not consider ourselves qualified to speak to the latter point. 
We have indicated the type aircraft which we would like to have for 
the military missions. 

Senator Eneix. But in any case, there will have to be an airplane 
that is capable of carrying the outsized military cargo, is that correct? 

Colonel Heptunp. Yes, sir. 

Mr. McGuire. Could I amplify that a bit, Senator, to try to clarify 
this point ? 

Senator Encie. Yes. 

Mr. McGutre. I do not think this plane at the moment has been 
designed and approved, but I oad suspect—and maybe Colonel 
Hedlund will tell me I am wrong—that in the development as we pro- 
gress with the type of plane that we would need, and which I believe 
General Quesada agreed with what I am about to say for the special 
extra outsized type of equipment to be handled, that there will come 
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out of this some development aspects that will be good in the other 
plane, too. 

I do not think they have to be as different as night and day neces- 
sarily. 

This I do not know; it remains to be seen. But the type of equip- 
ment we are handling in some aspects in this hard core is not neces- 
sarily susceptible to commercial application but I would also point out 
to you that hard core in itself does not necessarily revolve around the 
type of equipment. 

There are certain elements of secrecy and that type of thing which 
have to be handled by the military. In this type of thing this could 
be presumably the same plane. Do I make that point clear? 

Senator Monronry. Would you yield for a question there? 

Senator Enexe. Yes. 

Senator Monroney. You have in C-133 the “lift” presently avail- 
able for the present requirements for your outsized hard core military 
requirement, do you not ? 

Mr. McGuire. Yes, we do. 

Colonel Heptunp. The C-133 certainly has a capability of handling 
those outsized items which we presently visualize moving by air. |] 
cannot categorically say it could do the total job in any particular 
period of time, but it certainly does have the capability and we have 
defined our program in numbers of this type of aircraft which we 
would like to obtain for the inventory. 

We would like to make it abundantly clear that what we in the 
Department of Defense and the Air Force feel is a positive thing for 
an aircraft with a more modern powerplant, one which has higher 
speed, one which has somewhere in the neighborhood of a 40,000-pound 
payload at somewhere around 3,500-nautical-mile range. Also one 
with a lesser payload capability at somewhere around 5,500-nautical- 
mile range. 

We would like an airplane that has some loadability to it, that we 
can get at, that has the cube available for a sizable load. 

Also, we need an aircraft which has a troop-carrying capability 
when needed. 

Therefore, perhaps it must automatically be pressurized. This is 
the type of aircraft which we feel is necessary to replace and have 
available for the bulk of our hard core missions. 

Senator Monroney. Thank you. 

Senator Enexe. Are you through ? 

Senator Monroney. Yes, I wanted to point up what the C-133 is, 
and what its capabilities are. 

Senator Eneiz. Well, now, are you prepared to say in open session 
how many of those airplanes you want? 

Colonel Heptunp. Of the new variety, sir? 

Senator Eneuie. Yes. 

Colonel Heptunp. No, I am not prepared to say, because I do not 
believe we have a real firm “fix” since we do not know the specific 
parameter specifications and capabilities of the type of aircraft we 
would end up with. 

Senator Enaie. What concerns me is that both General Quesada and 
you, Mr. Secretary, said that you want the airplane to carry this hard 
core of outsized military-type equipment. Those airplanes would be 
put into the military inventory in some numbers. 
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The military requirements for those airplanes would depend upon 
emergency situations. Asa consequence, they would be sitting around 
on the MATS stations during the intervals, and except for training, 
and not being exercised because emergencies do not exist continuously. 

Now, while they are sitting there, and since they are big pot-bellied 
affairs that can carry tanks and whatnot, you can undoubtedly put 
shirts, blankets, and other types of soft military goods—or what you 
might call civilian eligibles—in those airplanes. 

I can hear a “squawk” coming out of the taxpayers to the high 
heavens about hiring commercial airplanes to fly goods when military 
airplanes capable of flying military cargoes, although of a civilian 
eligibility characteristic, are sitting there and doing nothing, and 
have to have their exercise in training flights anyway. ‘That is the 
argument we get with reference to MATS now, and it makes a pretty 
tough argument for a Member of Congress sitting here and trying to 
cut down the expenses of government. 

How are we going to get around that if we have a hard core neces- 
sarily in the Air Force of, say, 100 airplanes of this category, and not 
more than 25 of them are being used continuously on training 
missions and otherwise, you would have 75 of them sitting there able 
to carry these cargoes and presumably left vacant and unused while 
this business was contracted to civilian airlines. 

Then the taxpayer would say, we paid for the airplanes, we have the 
crews, they are going to burn the gas anyway, why not fill the airplanes 
up and fly the missions 4 

How are we going to get around that argument? 

Mr. McGutre. Senator, I think the first thing we have got to recog- 
nize is what is today’s current status? 'Today’s current status is that 
the civilian commercial type operators do not have the cargo capability 
to meet our wartime needs. 

They do have the passenger capabilities. 

Senator Enate. I realize that, Mr. Secretary. 

Mr. McGuire. To answer your question, I wanted to spell it out for 
you. 

Senator Eneite. Answer me this way. Tell me, those planes will be 
appropriate for both uses, that is, if they can carry a tank they can also 
carry shirts. 

Mr. McGuire. I am going to answer that and admit this is correct, 
what you say, but it is a matter of relativity, sir. 

Now, as of today the military air forces must have in being trans- 
port planes to do some of the so-called civilian eligible type work in 
the wartime. Now, this is a gray area, I will be very candid with you. 
They always will be in this business of the training and exercising of 
it, as to what is the most economical way to do it, some of this that you 
speak of could happen. It will be a great deal less, and a minimum is 
the point I am making if we have the proper balance in this, because 
today we have to exercise in peacetime the planes that are really doing 
what could be done in wartime by the commerical operators if they had 
the capable means to do it. 

Colonel Pancake may want to amplify this. 

Colonel Pancake. Senator Engle, I believe I can clarify this a little 
bit by saying, as Mr. McGuire has already pointed out, the problem now 
is that MATS has a big wartime job and the civils are able to do only 
asmall part of it. 
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If we go to the cargo field now, not in the passenger field. 

If we can turn over to the “civils” routine channel traftic type of 
operations, this will reduce the wartime commitment that MATS must 
meet and therefore MATS will not have to fly in-training operations 
as much as it does now because it will not have to do as big a wartime 

job. 

But it should be made clear that to the extent to which MATS must 
exercise in its future hard core role, and to the extent to which that 
exercising is not in training directly concerned with that hard core 
role, they would continue to apply their surplus hours to channel 
traffic, but the volume of such additional hours would be far less than 
it is today. 

Senator Eneir. Well, now, I looked at the figures. It is about a 
billion eight hundred million ton-miles of cargo traffic today ; 800 mil- 
lion of that is military, 200 million of it is post office and 800 million 
of it is civilian. 

So, over 50 percent of it is generated by the Government. 

Now, the Secretary testifies he wants that section taken out of the 
bill that would direct the transfer of parts of that business a least 
to the civilian carriers, and it is clear to me that would create a situa- 
tion in which everybody is going to go broke if we are not careful, 
because if the civilian carrier does not get the Government business, 
then the loans are going to be defaulted. 

Mr. McGutre. Senator, I think I also tried to state to you that I 
think this can be accomplished in a more orderly manner. 

In the areas that you are seeking to be sure it does happen we have 
already made a policy statement on this matter on the direction of this, 
and I think the last 2 or 3 weeks have indicated we have gone a long 
way in giving to the commercial carriers, in spite of the fact we do 
not. believe they have all of the cs apability they ought to have in this 
wartime requirement and increasing their lift. 

Our problem is the word “immediate,” and I just want this com- 
mittee to understand, if, for no other reason, they pass it with this 
language, the Department of Defense’s objection to the practical one 
is what is “immediate” ? 

I do not believe the committee wants us to just go barging down the 
street on this thing unless there are two sides to this question. 

The commercial carriers must come up with certain conditions that 
they are going to perform. I mean we do have the national defense 
area that we must consider and I am sure all of this committee re- 
cognizes this and supports it. 

We are not arguing with the principle of turning this over and 
the responsibility there. We are arguing the point if this were passed 
this way at a later date somebody “would say you should have done 
this yesterday. There is a balance in here that I am trying to 
emphasize. 

Senator Monroney. Would the Senator yield ? 

Senator Ener. Yes. 

Senator Monronry. Reference to page 20 of the MATS report 
which was approved as a Presidential directive, I think will probably 
straighten out the position of the Department of Defense because this 
not only underwent a year’s study, but it also has been before the 
President of the United States and it now represents his views as well 
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as the Department of Defense. So, I would presume that all would 
be instructed to abide by it. 

On page 20 of the report, paragraph 2 and paragraph 3, deal dli- 
rectly with the reduction of MA’ ['S routine channel traffic oper ration 
on an orderly basis consistent with assured military commercial air- 
lift capability and economical peacetime use of any MATS capacity 
resulting from the necessary training and other operations related 
to its hard core requirements. 

Also, reference 1s made to increased use of commercial carriers for 
routine logist ical supply and personnel movements as determined 
by item 2. 

Now, would you not say that this carefully studied position by the 
Departme nt of Defense and the President more nearly represents the 
views of the Department of Defense than the language of the bill 
which requires the immediate transfer of this? 

Mr. McGuire. This is our problem, Senator. 

Senator Monroney. If the bill reflected positions 1 and 2 which 
were clearly stated after long study by the Department of Defense and 
the President, then the bill would meet the objectives of the Depart- 
ment of Defense / 

Mr. McGuire. I would just like to point out so the record will be 
clear here, the page you are reading from, page 20, are some conclu- 
sions that we came to. 

The President agreed on a course of action which is on pages 5 and 
6, and is not inconsistent with the conclusions. 

There is one basic amplification, in our conclusion on page 20 we 
said that support by the Department of Defense, on the bottom of the 
page, of legislation proposed for the guarantee of loans for the pur- 
chase of modern newly developed cargo aircraft by commercial car- 
riers. 

And the President in addressing himself to this—and I think quite 
properly—pointed out our interest in this matter must be based on 
military considerations and mobilization requirements as far as the 
Department of Defense is concerned 

And your bill is consistent in this respect, I believe, with the Presi- 
dent’s finally agreed on course of action. 

Senator Monroney. Generally speaking, the thing you complain 
principally about could be secured, I believe, by merely the striking 
of the word “immediately.” Could it not? 

Mr. McGuire. And the other phase, and it is a technical one, Sen- 
ator, which I personally object to—I am not a maker of laws or a 
draftsman—but it seems to me that if you have a law that the depart- 
ments and agencies of the Government are required to live up to the 
law, and this first part of this seemed to me to be a little redundant. 
However, [ am not an expert in that field. I leave that to your judg- 
ment. 

Senator Monroney. Suppose you struck the word “immediately,” 
on page 8 of the bill so that section 7(b) would read: “Departments 
and agencies of the Federal Government shall exercise their powers, 
duties, and functions in such manner as will assist in carrying out the 
objectives of this act, including an orderly transfer of increasing 
quantities of routine Government-sponsored air cargo traflic to the 
certificated air carriers.” 
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It seems, if we strike the word “immediately” we would bring it 
within the purview of what you are saying. 

Mr. McGutee. I would point out one thing, Senator, for your con- 
sideration. 

I believe it has been stated several times here in these hearings that 
the purpose of this legislation is not a subsidy, and I thor oughly 
agree with that position. 

“So, I would think, for the protection of the committee themselves, 
they would want to consider some such language consistent with 
economics, or something 1 in there, because this is not a grab bag you 
are proposing; this is a sound business proposition. 

I think you ought to face up to that point so your intent is not 
misinterpreted. 

Senator Monroney. The committee will be conscious of the need 
for studying that indeed, but the general objection which you have 
oaeed here Tepeated|y, i is to the immediate order there, which would 
be unobtainable, and which I quite agree—unless the large airlines 
that are vigorously opposing this bill yet at the same time reaching 
out to grab the traffic will realize it is not the intent of this bill, nor 
I think of this committee’s action, to get MATS off of its present 
role while they just sit there and use beaten- -up passenger aircraft, 
obsolete and high-cost—to continue to have a rate inconsistent with 
modern technology, refusing to equip themselves with the type of 
aircraft that this bill and I think which this Defense Department 
directive envisions. 

Mr. McGuire. Senator, I think that is very well stated. Of course, 
you know as well as I, this MATS controversy has had a wide spec- 
trum, and one can almost believe, from listening to one side of the 
spectrum, we ought to abolish MATS 

do not agree with that. I think we have a military mission 
here. What we are trying to get is to an area of reasonableness 
bet ween the two extremes that are contended to be. 

Senator Monronry. Would you agree with what General Quesada 
said yesterday that the time may never come in 50 years, when both 
MATS needs to modernize its obsolete fleet and at the same time the 
air carriers need to equip with modern cargo aircraft, thus providing 
a common purpose, a common timing to move forward into what I 
think can be a new era of aviation in the movement of air cargo asa 
great industry. 

Mr. McGutre. I do not know about the 50 years, but it certainly is 
a fact that both areas are in a situation where they have to be modern- 
ized, period. 

Senator Monronry. And the controversy which apparently has been 

resolved to a high degree by the Department of Defense directive, the 
Presidential order on it, and the general support of yourself and others 
of legislation to this end would open the door where both sides of the 
controv ersy apparently are largely resolved and the benefits flowing 
from this process would be equ: ally beneficial to both the military and 
civilian branch of the aviation field ? 

Mr. McGutre. I agree. 

Senator Monroney. Thank you, sir. 

Senator Scronprrn. Mr. Secretary, I will ask you a number of 
questions as we would like to have a lot of these matters on the record. 
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At the middle of page 3 you say you “might have to accept the huge 
aircraft that are inefficient for military tasks.” 

I know that the military will want planes that will probably permit 
parachute drops, maybe nose loadings, maybe high wings for low 
floors, and so on. 

Now, I want to ask you, don’t all of these features involve loss 
of operating efficiency, and don’t they increase operating costs? _ 

Mr. McGuire. I think Colonel Stevenson can answer that question 
for you. 

Colonel Srrvenson. Senator, I would like to answer that in this 
manner. It istrue any time that we do place that type of a requirement 
in the vehicle, there will be some deterioration, but it is a matter of 
degree as to just how much degradation there will be. 

We have given the specifications of the military aircraft to the 
Federal Aviation Agency, and at the present time they are consider- 
ing those specifications in light of the specifications that may be ex- 
pressed by the commercial carriers, or have been expressed by the 
commercial carriers. 

Senator Scuorrret. Would those features then be unsatisfactory 
for the commercial operators on freight / 

Colonel Stevenson. Some of those features would, such as the aero- 
drop requirements. We do not anticipate the commercial carriers 
would require an areodrop. 

Senator Scuorrret. What would you say about the operating 
efficiency, would it be lowered ? 

Colonel Srrevenson. The manufacturers have given us informa- 
tion, Senator, that indicates that if the aircraft is designed properly 
it is possible that we may not have degradation. 

Now, we would have to go into a discussion of type aircraft we 
would be speaking of in that case. For instance, if you have a tail- 
loading vehicle, it is possible, by designing the aircraft so that you will 
have that feature, and not have degradation. 

That is a matter of design and development that would have to be 
considered. As to the special cargo planes being developed, if by per- 
chance you have even more than three or four basic designs, would 
not this imply right on the face of it it is really impossible to develop 
a topnotch important plane that is valuable to both defense and com- 
mercial operations ? 

Colonel Heptunp. It seems to me, sir, that logical development of 
the point would indicate there must be some compromise if you are 
going to develop an aircraft to accomplish varying missions, es- 
pecially in modern powerplants which require altitude for efficient 
operation when you start talking about an aircraft to perform over 
varying ranges. 

If you are talking about an aircraft desirable for an 800-mile aver- 
age haul, you would have to take considerable compromise if you are 
talking about a turbofan engine, because it takes you so much time 
and cost to climb to an altitude, that it is hardly worth while for a 
short haul. 

So, if you are talking about an airplane with both the short- and 
long-haul capabilities, obviously there must be some compromise. 

The tack the Air Force has taken is that we would like to state 
what our needs are. This is our business, what we feel we need. 
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Senator Scuorrret. Incorporated into a design 4 

Colonel Hepitunp. Then, to the extent that these needs are compati- 
ble or can be built into an alreraft that is 2aeceptable for the civil di- 
vision, this is fine, but we do not feel qualified to speak definitely with 
what is acceptable to the civil carriers. 

Senator Scuorrret. Mr. McGuire, if the Defense Department now 
has funds to develop a turbine-powered cargo airplane would you in- 
sist upon a design and aerodynamic characteristics compatible with 
military requirements, disreg nding adaptability y to commercial uses? 

ve olde’ t you give all the emph: isis to the military ? 

McGuire. Senator, may I partially answer your que stion at 
any hale. by pointing out to you we have an interest in seeing this 
commercial plane developed. 

Senator Scuorerren. I understand that. 

Mr. McGutre. So this is not a cut-and-dried thing, where we get a 
utopia in military design over here. We also have an interest in 
having this plane have commercial usage for many reasons, includ- 
ing our own needs. 

So, I think that it will not be as cut and dried as you might fear. 

Senator Scuorrret. I am aware, sir, 1 am no expert. Do not mis- 
understand me on that—I notice there is confusion in the industry 
as well as a lot of other places. 

But, for example, now, Mr. McGuire, is it not true that there are 
landing strips throughout the world which the military might have 
to use which come nowhere near the runway lengths of many com- 
sential airports in the United States? We will have to admit that, 
will we not ¢ 

Now, if that is true, wouldn’t the military requirement have to be 

geared for capability for landing and taking off on such airstr ips? 

Colonel Heptunp. May I talk to that point, sir? 

In the requirements which we now visualize, which will be built 
into this type of aircraft we are speaking of, we have settled on a run- 
way capability or an aiadiene capability to operate off it, for takeoff 
purposes, 5, 000-foot runway, to clear 50-foot obstacle. 

This, we feel, will give us the operational flexibility, worldwide, in 
the light of existing and potential airdrome facilities to get the job 
done. 

This is perhaps not incompatible of what could be used on the civil 
side. 

Senator Scuorerret. You do not think that raises any doubt about 
the fundamental eens of this bill ? 

Colonel Heptunp. I do not know if I understand your question, sir, 
but I would like to point out the bill is designed to result in some civil 
aircraft which would have a dual purpose for normal civil operations 
and for Department of Defense use when and if needed. We are cer- 
tainly interested they have the capability to perform for us under that 
latter category. 

Senator Scnorrret. Do you envision this bill involving develop- 
ment costs, Mr. Secretary. 

Mr. McGuire. Well, I think, yes, it does. 

Senator Scrorrren. I read General Quesada’s statement, and if I 
read it correctly, he said it did not. Who is correct on this ? 
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Mr. McGume. I think there is some confusion on this matter, 
Senator. 

There is a great deal of know-how technologically in the art. 

We are ti king about an airplane that does not exist, and my inter- 
pretation of the word “development,” is there is going to have to be 
some development to meet certain standards in here. 

And therefore, I think it would be improper for me to answer you 
by say ing that there would be no development cost, because I have yet 
to see one of these animals that is on the rough paper stage projection 
that does not get into some further modifications i in deve ‘lopment. 

Senator Scrorprex. In fairness to the provisions of what we are 
considering, you do think there have to be dev elopment costs involved ? 

Mr. McGutre. I think so by the nature of the animal here. We have 
people here that are more familiar with that, who can answer you in 
more detail. 

I do not think we should sweep aside the fact—we are talking here 
now we have not necessarily come to a complete agreement on the 

civilian and military requirements. 

Now, let us say that we get to that point hypothetically tomorrow 
morning. This may envision some modificé utions that would require 
some development. That is what I am trying to spell out to you. 

Senator Monronry. Could you yield? 

Senator Scnorpren. Yes, sir. 

Senator Monroney. On pages 3 and 4 of your statement, I think 
you covered that rather clearly where you say “This means the 
development money will be involved and because the national defense 
purposes to be ser ved and the needs of defense for military transport 
it is not unreasonable to assume the Department of Defense will need 
funds for development to some considerable extent. I must caution 
here that participation of the Department of Defense in develop- 
ment costs must be directly related to a military requirement for 
such development. 


Also funds from the Department of Defense for such purposes can be made 
available only on a basis which is consistent with and does not jeopardize other 
military programs of equal or greater essentiality. 


Then you say— 
In connection with development cost, we feel it is appropriate and timely for 


arrangements to be made for industry to participate with defense in the cost 
of developing aircraft which have commercial application. 


Mr. McGuire. Right. 


Senator Semen y. So, I think you have anticipated the probabili- 
ties that maybe your motors will be the same motors that will be used 
inthe B-52, for example, if it isa turbofan. 

What you have visualized there are development costs for airdrop 
and other things that are strictly and solely military, but then when 
you come to the commercial side, you specify there should be some 
cost-sharing in the advantages they obtain on the parts of the plane 
that would be usable and directly attributable to commercial, and 
this would probably be possible as the pricing of the plane, by the 

manufacturer, would defray that portion of its cost of develop- 
ment that would be allotted by agreement between the Department 


of Defense or the Air Force to the military side and to the com- 
mercial side. 
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So, we both get help from it. In other words, if the commercial 
carriers go out on their own to develop the plane, then the develop- 
ment costs are strictly chargeable only to commercial. By doing it 
jointly you both save. You wind up with an auxiliary fleet of 200 
or 300 aircraft that would be available immediately to implement 
MATS in the event of emergency. 

Mr. McGuire. I agree with you, Senator. 

My reaction in listening to General Quesada yesterday was that he 
was trying to separate “what you would call research more than 
dev elopment. I believe General Quesada agreed—at least it was my 
impression—there would be development costs in this area. 

The research, the state of the art technologically—that it could 
be ace omplishec 1—this has primarily been taken care of. 

Senator Scnorrren. In your statement on page 2, you point out 
before the Board would guarantee a loan, it would have to find the 
carrier cannot obtain funds otherwise on reasonable terms, also that 
the prospective earning power of the carrier furnishes reasonable 
assurance of ability to repay the loan, Quite apart from the objec- 
tion you raised to this, isn’t the real problem that these two require- 
ments are somewhat inconsistent ? 

Mr. McGutre. No, Senator. I was not making that statement in 
that respect. : 

I think this restriction that we have in this proposed legislation 
is good business. After all, this bill is not aimed as a stop- all, and 
there must be a reasonable assurance that the individual who gets 
this loan maybe can pay this back. 

Admittedly in this field, and I think General Quesada pointed out 
very well yesterday—there are such sums involved here—an indi- 
vidual might not be considered, on the commercial enterprise loaning 
basis, to be a good risk in this matter. 

But with these restrictions in here. we are not arguing with the 
restrictions; we are pointing out that the restrictions in themselves 
just do not allow anyone to walk in and get a loan. Some people will 
not be able to get loans, in our opinion, and the basis upon which 
they would not get them is that they just cannot justify paying them 
off, or have a reasonable chance. 

Senator Scnorpre.. If the prospective earning power would be 
reasonably assured, or would assure the ability to repay, why in the 
world can’t the carrier get financing on it? 

Mr. McGutre. I do not know that, Senator. 

There are conditions where a company could not have the banking 
connections and background, as some other one airline or the other. 

Senator Scuorpren. I just had the staff furnish me some informa- 
tion on some of the earning figures, which is rather revealing to me, 
on Douglas and Lockheed, for instance. 

They are pushing this S. 2774. Let us just listen to this for a 
moment. 

These are recently reported full- -year earning figures as evidence 
of their need for business. Douglas in 1958, net income of over $16 
million. Income on common stock, per share, $4.41. In 1947 it was 
30 million- we earning $8.28. 

In 1956, $33 million, earning $8. 96. 

In 1955, $28 million- plus. 
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These are all plus figures. Earning $7.65. 

In 1954, $36 million, $14.70, and so on. 

That is Douglas—Lockheed now. 

In 1958, $18 million-plus, $5.88 per share. 

Lockheed, 1957, $16 million-plus, $5.52. 

In 1956, $15 million-plus, $5.10, and so on. 

Now, it is rather interesting to note here that one of the compa- 
nies—I understand from what the records reveal—which is in favor 
of this kind of approach, in 1956 made more money than all the do- 
mestic trunklines made in 1957. 

That raises some questions about this type of legislation that is 
being fostered and pushed—I am not implying any ulterior motive 
under this, please understand. 

Mr. McGutre. I understand. 

Senator Scuorrren. But it is rather inconsistent they are not able 
to finance, and need the Government to guarantee loans. 

That is what raises these questions in some of our minds, because 
we are going to have to justify this legislation. 

Mr. McGutre. My feeling on this, Senator—and I am not now 
myself, addressing myself to the figures, the profit figures of the man- 
ufacturers—that the problem of getting into this business is twofold. 

One, the operator himself, can he go out and buy these planes? So 
far he has not seen fit to do this. 

Now, as General Quesada said yesterday, we are talking about a 
major breakthrough in terms of cost per ton-mile. 

I certainly believe that if we get this cargo capability, and I will 
not say to you that we will not get this cargo capability if this bill is 
not passed—I think we will—TI think this bill, by the very nature of it, 
with the limitation of 5 years, that it takes a special period of time to 
get emphasis on this. 

Now, as to the aircraft manufacturer, why he has not gone out 
and developed this—I think part of this is in the fact that the De- 
fense Department in itself has not had in this field the priority on 
this, although I think we are now reaching the point where we recog- 
nize this, but if I am correct in my understanding of it, the Douglas 
Co. in the development of their jet, the 800 series, went to a major 
financial investment cost in this matter, and I have not at my finger- 
tips as you have the comparisons of their two statements, when they 
had to write off this development cost, but I think this probably gave 
a lot of people in Douglas considerable worry on this. 

To get down to the cold facts today, we do not have the kind of 
cargo plane we are talking about. 

We think the time has come when we ought to take every step we 
can to begin to recognize this program and get onto this moderniza- 
tion program. 

Senator Monronry. Would the Senator yield ? 

Senator ScHorpren. Yes, sir. 

Senator Monroney. We will have this afternoon the vice president 
of Lockheed, Mr. Vernon A. Johnson, and tomorrow morning we 
can expect. to have Mr. Donald W. Douglas, Jr., president of Douglas. 

I would like to emphasize that many of the earnings over past 
_ were spent and a heavy indebtedness incurred by Douglas in 

ringing out their DC-8, without any kind of military assistance, 
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save on the motors themselves, which were developed by the military, 
Lockheed has just undergone the production of a major aircraft, the 
Lockheed Electra. 

Before they recover the vast amount of expenditures for develop- 
ment cost, retooling, and production, it will be several years. It prob- 
ably will be some time before they are in economic health enough to 
spend the vast sums that would be required to develop this plane un- 
less they have an assured market of several hundred planes that will 
be bought. 

Senator Scnorpren. I know that is a good prudent business out- 
look, but I am wondering if we rush in with a rather liberal guaran- 
teed loan proposition, wouldn’t a member of the board of directors, 
sitting around his directors’ table, say “We should go into this thing 
because we can get a guaranteed loan?” 

Mr. McGuire. I can answer you ile in this respect, in an abstract 
way, Senator. I do not think the board of directors always take ad- 
vantage of all of these types of things that are available. I have 
known some of them to say they did not want them. There are two 
sides to this. 

Senator Scnorrret. That is the same experience we have had in 
the railroads. 

Mr. McGutre. It depends on the circumstances of the company, and 
the problems they are then facing at that “arm 

Senator Scuorprren. Mr. Secretary, I do not know whether you 
were here the other day, or you had some of your men from the De- 
partment here, when it was suggested that if this legislation were 
passed and loans were made, there would be a demand that the Goy- 
ernment furnish additional incentives to keep the loan current and 
liquid and not in default. 

I am rather interested in pic ‘king up this morning an article that 
appeared in the Journal of Commerce, New York, headed “By Loans 
to Defaulters—Bill Drafted To Let United States Bail Out Ship 
Mortgagors.” 

I want to insert that into the record at this point, rather than read 
the article. That is one of the things I am wondering about, about 
this, so we put the proper safeguards in it. The article states: 

The administration, concerned lest ship operators default on millions of 
dollars’ worth of Government-backed ship mortgages, is working on a bill to 
clarify the Maritime Administration’s authority to bail out the mortgagors. 

T shall not take the time of the committee here, but I would like to 
have this put into the record. 

Senator Monroney. That will be placed in the record at this point. 

(The newspaper article in the Journal of Commerce, dated Feb- 
ruary 8, 1960, is as follows:) 


By LOANS TO DEFAULTERS—BILL DRAFTED To LET UNITED STATES Batt Out SHP 
MORTGAGORS 


A Staff Survey 


WASHINGTON.—The administration, concerned lest ship operators default on 
millions of dollars’ worth of Government-backed ship mortgages, is working on 
a bill to clarify the Maritime Administration’s authority to bail out the 
mortgagors. 
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Maritime has actually taken such actions in recent months in the case of the 
Red Hills Corp. Once Maritime accepted a second mortgage on Red Hill’s tanker 
and more recently, Maritime lent Red Hills some $60,000 to make a principal 
payment on its mortgage. Maritime accepted a note the second time, bearing 
some 5 percent interest, including a one-point fee. 


GAO GIVES APPROVAL 


A General Accounting Office clearance was obtained for this, but some key 
officials are reported to be not entirely satisfied that present law covers the 
action in the Red Hills area. 

So legislation is being drafted clearly to give Maritime authority to undertake 
such bail-out operations. The legislation is also to include financing for such 
lending, probably by extending Maritime’s borrowing authority. 

Tankers are among the hardest hit by the current shipping slump. There are 
about 25 tankers constructed with funds from Government-insured mortgages 
amounting to more than $200 million. 


MANY ARE PENDING 

In all, the title XI mortgage insurance program, as of mid-January, backs up 
mortgages totaling $421 million covering 48 ships and 4 barges. _Applications for 
another 27 deep-draft and 72 shallow-draft vessels are pending. 

The legislation being worked upon is understood to be about ready for con- 
sideration by top-level Commerce Department officials. 

As Maritime officials see the problem, the Government is faced with the un- 
pleasant prospect of either making good on defaulted mortgages—and if ocean 
shipping does not pick up, this could run into millions—or, in effect, lending these 
operators the money to make their payments to prevent default. They believe 
that lending them the funds will be cheaper in the long run. 

Senator Scuorpren. I realize that is a different category, but it 
has a related interest and some of the things that were brought out 
here the other day by previous witnesses, showi ing the alarm that is 
being indicated as to what could likely come, unless this matter were 
handled very, very carefully. 

Have any manufacturers been in to see you about transportation 
legislation ¢ 

Mr. McGuire. Not a I recall, sir. 

Senator Scuorrren. I do not mean manufacturing legislation, or 
appropriations in the last few years. Is this the first time that this 
situation has generally come up in your department? 

Mr. McGurre. Do you mean that pressure has been brought to 
bear on me to endorse this bill one way or the other? 

Senator Scuorrren. Yes, I was wondering if at the outset you were 
for this bill. I note your position here—you suggest some corrective 
legislation and amendments to it that, in your judgment, would put 
it in a better form and shape. 

Have any of the cargo carriers, or any of their representatives, 
been in to see you and discussed with you the guaranteed loan 
features ? 

Mr. McGutre. Not that I recall, sir. Mr. Douglas was in our 
office on another matter yesterday, and mentioned this bill. 

We did not discuss the pros and cons of the bill. As a matter of 
fact, we discussed—he came over, I believe, I do not know, I was 
not there when he arrived, to get a copy of the MATS S report. 

The only other individual who talked to me is one of the airlines, 
and wanted to give their relative position and I welcomed him for 
his philosophy, and pointed out to him that the Department of De- 
fense was a Government agency, and had to make its own decisions. 
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Senator Scnorrret. What airline? 

Mr. McGutre. American Airlines. 

Senator Scuorrrer. American Airlines? 

Mr. McGuire. Yes, sir. 

Senator Scuorrret. Did matters, if discussed along this line—were 
they referred to or drawn to your attention because you were 
handling this matter? 

Mr. McGuire. Yes, I think so. 

Generally speaking, Senator, I think that is correct. 

Senator Scuorrpen. It is your best recollection those are the only 
instances you recall ? 

Mr. McGuire. There was nothing improper about the conversion, 

Senator Scuorrre.. [ am not inferring anything improper, but I 
wondered what the interest had been. 

Mr. McGuire. I think this interest would come more in the Air 
Force area, itself, rather than in my office where we have been given 
the primary responsibility of working with FAA in this matter. But 
my understanding is—and primarily, I think from reading Mr. Dur- 
fee’s statement where he listed the positions of the airlines and other 
people, and their approach to Congress in this matter 

Senator Scuorpren. I am interested in another thing here. 

I am wondering if this bill will bolster the credit rating of some 
of these concerns who might want to take advantage of this. That 
in a sense, under certain conditions, might be all right, if it had the 
proper safeguards built into it. 

I understand the general testified yesterday there is no presently 
available aircraft which he would approve for guarantee. 

Now, that means to me, that every phase of these ships that is in 
being would be eliminated, and we could only look to the future 
aircraft that is now on the design board, is that not right? 

Do you share that view ? 

Mr. McGuire. I think I would agree with what the general said, 
but do you want to answer that more specifically ? 

Colonel Hepiu ND. W ell, I certainly think our objective with respect 
to the type of aircraft is as we outlined a moment ago, that we cer- 

tainly are interested in something more capable and more modern 
than exists today, and it is strictly from that point of view that we 
have an interest in this legislation as it would contribute to the 
development of this type of more modern aircraft. 

Senator Scnorpret. In other words, you are going to a new modern 
type that will meet these specifications, related, as you have hereto- 
fore testified, to the strictly military and the commercial cargo? 

Colonel Hepiunp. Yes. 

Mr. McGurre. I think the general also in fact, stressed the fact 
yesterday he was talking in terms—and I think it is realistic—that 
there is a major breakthrough taking place here in the art, the piston- 
type plane, to use one extreme, to the other type plane, the turbofan, 
if you want to use that as an illustration. 

This is the point he was trying to make. 

Senator Scuorpret. Of course, I have great confidence in General 
Quesada. 

This subcommittee worked out in some length the aviation bill. 
General Quesada is not always going to be here, so I am wondering 
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what the score is going to be about the pressures that are being 
brought to bear when General Quesada retires, and you gentlemen 
seemingly feel you are in accord with what he is testifying to here. 

I am wondering if the credit rating of some of these concerns who 
are not now fully into this, probably. might not be bolstered by this, 
and whether the fellow following the general would maintain those 
same specifications and requirements. "Those are some of the things 
that are giving some of us concern, unless this bill is written in a 
protective way that will do the things that you gentlemen say you 
want and that will be required for the long-pull. 

Mr. McGutre. I can recognize your concern, Senator. 

I think all of us realize that with a committee such as this, if a 
bill such as this were passed, sponsored by this committee, that they 
will have a continuing interest in the administration of this bill. 
That is the only assurance I can give you as to General Quesada’s 
successor. 

Senator Scrorpren. I think you share our views here, that we all 
want to be sure that some of these guaranteed loans, if, as, and when 
this legislation is passed, are not going to resolve themselves into a 
picture where the Government is going to have to take over. These 
things have a way of going sour pretty quick. 

Mr. McGuire. I can speak for myself very candidly on that. I am 
not in favor of that type of operation. I think General Quesada made 
it rather clear yesterday he was not, either. 

I think what he is talking about is an interim period, and as I un- 
derstand, the bill is aimed at assistance to get over the hump in this 
thing. 

Senator Monroney. The bill specifies on page 2, paragraph d in 
definition of cargo aircraft, as follows: 

Cargo aircraft means a newly developed modern civil aircraft of the United 
States, including spare engines and parts and specialized components of the cargo 
aircraft system directly associated with flight line cargo handling designed 
exclusively for the carriage of property or mail or emergency carriage of combat 
troops or material. 

This, I would think, confines it to a certain type of plane, and if 
additional refinements are needed to include turbine powered, that 
can be done to avoid the thing I think the Senator is worried about, 
and to avoid the case of the successor of General Quesada taking in- 
surance on beatenup, wornout, obsolete, piston-powered passenger 
planes, hand-me-down stuff, which we are using today to carry our 
cargo. 

Senator ScHorrret. Because practically the only recourse the Gov- 
ernment would have on these guaranteed loans, unless some new ap- 
proach is taken, would be the repossession of the equipment, would it 
not ¢ 

Mr. McGuire. This is true, Senator, but I would point out to you 
we have a need for these planes, and the purchase price w ould not be 
the original eo price. There is a guarantee in here on the part 
of the owner. I guess I should say, having come out of the retail busi- 
ness where we faced this et ‘and had to repossess once in a while, 
I think probably we would get a lot more benefit out of that plane than 
we do out of some bedroom furniture that has been used and kicked 
around pretty badly. 
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The item here has a use, is what I am trying to point out. And I 
think there will be a sale for this item. 

Senator Monronry. The terms of downpayment are higher than 
those customary for other things—at least in automobiles, commercial, 
or other lines of activity, is that: not so? 

Mr. McGuire. I do not want to impugn my past activities. 

Senator Scnorrren. We all know that a Convair that was worth 
six or seven hundred thousand is now worth about $175,000. A Doug- 
las 6 new in 1950 cost slightly overa million. They sell for somewhere 
around $375,000 or $400,000. 

So, it is well for us to be fully aware that these values depreciate 
very, very fast. 

Mr. McGume. I can ac knowledge that factor, Senator. 

Senator Scnorpren. You were kind enough to send to my oftice, 
Mr. Secretary, the report on “The Role of the Military Air Trans- 
port Service in Peace and War.” 

At the bottom of page 15 I find this language and I quote: 





While there are indications that commercial carriers are willing and able to 
undertake some modernization of their cargo fleets, based solely on the com- 
mercial markets, there is a belief widely held within the Government that a 
diversion of sizable quantities of Government traffic would greatly accelerate 
this modernization and expansion. 

There is more there, winding up with the suggestion that legislation 
is needed. 

Could you tell me what are the indications that some of the air 
carriers are willing to modernize without leaning on the Government? 

Are you aware several of them have felt or indicated they could 
do that without the Government guarantees? 

Mr. McGuire. As I said, there have been two points of view on 
this, and I have not discussed in detail with the air carriers this sub- 
ject as [ have already stated. 

I think there is another problem involved here, and that is the one 
on which we have been contracted for our business. As you know, 
it has been on a competitive advertised basis. It has been contended 
that some of this bidding is unrealistic from a cost-value point of 
view. 

Now, we would seek to correct this thing in our direction of the 
Air Force to study this, because certainly ‘if the purpose of giving 
military traflic to the commercial airlines is to have a strong, healthy 
airline situation, we must be sure that what we pay them does not do 
the reverse—in other words, drag them down. 

Senator SCHOEPPEL. Have you got into the record, or I presume it 
may be in the rec ord, or will follow in the record, Mr. Chairman, 
what the essential design and the performance characteristics of cargo 
aircraft suitable for military use should be? 

Have you me that into the record ? 

Mr. McGurrer. I do not know that we have as yet. 

I have one other request I would like to make, if you would, 
Senator. 

Senator Scuorrret. Yes. 

Mr. McGuire. Mr. Driscoll, who is also with us, might have some- 
thing to add to what I have said. 
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Mr. Driscott. In answer to your question, Senator, there are indi- 
cations on at least the part of three of the carriers, they have modern- 
ized and are modernizing their carrier fleet. 

These carriers have necessarily had to procure an airplane outside 
of the United States, namely, the C-+44. They have taken option for 
additional airplanes other than those they purchased, which they indi- 
cate if additional traffic becomes available, either commercial or mili- 
tary, they would exercise their option for additional aircraft. 

I think General Quesada made the point yesterday he would prefer 
seeing them have an aircraft in the United States they could procure 
to modernize with, rather than having to go outside of the United 
States, but if there was not one available in the United States suitable 
for modernization, he hoped they would continue to procure them 
wherever they could get them. I believe that is what the general said. 

Senator Scnorrren. If some later witness—and there well may be 
those who will put into the record the specifications in a general way, 
for the use of a craft for military use. 

I would like to show how far from the ground the plane should be, 
where should the loading doors be located, within what length runway 
should the plane be able to land, and what range would it have. 

Mr. McGutre. We have a copy here, Senator, that we can submit for 
the record. 

Senator Scuorrren. I would like to have that in the record if it is 
not inconsistent with what you have stated. 

Mr. McGuire. No, it is not. I would like to point out this is our 
first go-around with this, and we are not necessarily saying this is the 
final answer to the problem, after it has been discussed about the re- 
quirements of the commercial field, as we testified before. 

Senator Monroney. That will be admitted in the record. 

(The “specific military requirements” are as follows:) 





Specific military requirements 


Structural payload limit_____--~- 70,000 to 80,000 pounds. 
mepane CAVED oo. ol ol 50,000 to 60,000 pounds. 
Long-range payload__.-___------_ 40,000 pounds/4,000 N.M. (MIL C fuel re- 
serves). 
40,000 pounds/3,500 N.M. (MATS, FAA 
rules). 
20,000 pounds/5,500 N.M. 
SE EE eee eres eee Set Optimum consistent with other specifica- 
tions. 
Normal Airfield performance______ 4,000 feet over 50 feet (MIL C rules). 
40,000 pounds/4,000 N.M. 5,000 feet over 50 feet (FAA rules). 
BRMGMUHIIOY cin enim antec aeons Truck bed height. 


Straight-in loading. 
Level floor. 
Side cargo door. 
Cargo envelope 60- by 10- by 9-foot (mini- 
mum). 
Airdrop capability.._._c.......___ Required. 
I hd tach cee taesinaeiles salable Minimum operating costs commensurate 
other specifications. 


Senator Scuorrren. We have been talking about MATS and mili- 
tary cargo and what kind of freight will move by air if the prices 
are low enough. 
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I think it would be helpful, Mr. Secretary, at this point, if you 
could teil us what standards the military applies in determining 
whether or not routine cargo should go by air, 

Mr. McGuire. Well, it might be more helpful, Senator, if I used 
the definition out of our report. There can be consider able argument 
as to what standards we have used in the past, and I think it would 
be more helpful if we would direct it to the future. 

Senator Scuorrrer. I think it would be helpful to the record. 

Mr. McGuire. All right. 

We are talking, in the matter of airlift. We are talking about 
two types of airlift. One is critical or hard core, so-called require- 
ments, and the balance would be put into the category called “civil 
eligible requirements.” 

Now— 

Senator Lauscne. What is that? 

Mr. McGuire. “Civil eligible requirements.” 

This is the balance after you take out the “hard core.” 

This is the balance that we contend the civilian commercial opera- 
tor could handle 

So, if I describe the “hard core” as the balance of what would be 
available for consideration by the commercial carrier, then our defini- 
tion of the “hard core” is airilft requirements which must move in 
military aircraft, manned and operated by military crews, because of 
special military considerations, security, or because of limiting physi- 
cal characteristics such as size of dangerous properties. 

For example, an atomic bomb, if you will. I do not think we want 
those flying around in a commerce ial aircraft. 

Included in this category are special military deployments, involy- 
ing nuclear retaliatory” forces, the SAC poststrike recovery mission, 
tactical deployments, mov ement of inissiles, special munitions, and-so- 
forth. 

Senator Scuorrret. Now, if MATS followed the indicated plan to 
reduce shipments on its so-called channel routes—and I think refer- 
ence was made specifically to that—what commercial carriers would 
be in the best position to profit from the new policy ? 

Mr. McGuire. Well, 4 think that all of your certified airlines cer- 
tainly would be in that position to do that. 

Senator Scnorpren.. You think all of them would? 

Mr. McGuire. Yes, sir, I do. 

Would you want to: add anything to that? 

Colonel Heptunp. I would only say this is certainly a tough one 
to answer, and I would not have any answer for it. 

I would merely comment by saying that we have used the competi- 
tive approach in obtaining commerc ial airlift to augment our military 
capability thus far, because it does determine which carrier will get 
the business 

Senator ScHor’re.. That is right. 

Colonel Heptunp. It is a good procedure through the life of our 
country at least that this is a good way to determine who gets the 
business. 

If you obtain or use some other method of obtaining airlift, you may 
run into a problem, which carrier gets the business. 
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Senator Scuorpre.. If the carriers who say they want guaranteed 
loans for cargo airlift were to make use of these loans, would the 
Department of Defense have adequate commercial augmentation of 
the MATS cargo fleet: ¢ 

Mr. McGuire. Well, I would simply say to you that the Depart- 
ment of Defense can only give its endorsement on a loan within a 
context of what its requirements are, and I do not think we can look a 
this loan provision, Senator, and I think the committee is noaaaee 
the bill which points this out, that the Department of Defense, I think, 
it would be a great mistake to consider that the Department of Defense 
is going to be the sole supporter of the airline industry. 

Our requirements, and the things we must do, are not predicated on 
the basis of the airline industry itself. We want a strong airline in- 
dustry, that is true, but our requirements must come out of military 
requirements. They cannot be fictitiously required or fictitious re- 
quirements to support an industry. 

Senator Scuorpren. Mr. Chairman, I believe that is all that I 
have pertinent at this point. 

Senatur Monroney. Is it not also a fact when we are talking about 
logistical movements of the nonstrategic and the nonoutside cargo, 
whether it moves by MATS or whether it moves by commercial lines, 
that the ultimate purpose of this bill is to secure planes for both the 
common workhouse type that will do better than cut the rate per ton- 
mile in half ¢ 

Mr. McGutre. I think this is correct, Senator. 

We are sort of in a revolving thing that one step develops another 
situation. 

Senator Monronry. What we say is, in the cost of the MATS opera- 
tion, on the ton-mile cost, there will be a saving in operational cost. 
For example, the lack of expense of hand tooling and hand making 
parts for half of the MATS fleet today, the motors of which have not 
been built since about 1955 for the C-124 which comprises half of the 
MATS fleet—it is a hopelessly obsolete plane. It was first designed 
in 1947 and I do not think it has been built since 1952 so what replace- 
ment MATS get will not only greatly reduce your maintenance cost, 
but actually the flight cost on the delix ery and usage of these planes 
which will be flying on the off-route schedules to missile bases S every- 
where, missile test places, to Okinawa, and many other places which 
are not served by regular certificated airlines. 

So you would have a saving there, would you not ? 

Mr. McGuire. I would say so. I think it is well, too, Senator, to 
point out industry in this country will, due to the timesaving factors 
I presume, where it is important to them, welcome a reduc tion in these 
rates of air traffic, so that one thing helps the other as you see it. 

Senator Monroney. That is r ight. 

Then the portion of the military lift that you buy from the civilian 
side, instead of going at around 23 cents a ton-mile, will probably go 
out at around 10 cents a ton-mile. 

Mr. McGutre. This is the estimated figure that we would like to 
see achieved if we can here. 

Senator Monroney. So you are helping the Department of D ‘fense 
in its transportation, whether you are moving the stuff on MATS or 
whether you are moving it on commercial. 
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Mr. McGuire. I think it can also be said we might be helping it in 
another manner. 

If, as I described, we can eventually get down to a more reasonable 
“mix” in this matter, we will not have to do some of the things that 
we must do in support of MATS to assure ourselves of this cap: vability 
if a war comes, and on the basis of a specific cargo requirement for one 
flight, we will have to have the charter of that plane, or whatever 
means we finally come to for securing it, for that purpose only, and 
not standing by for a week, if you will, waiting around to make 
another flight. 

Senator Monroney. That is correct. 

Now, I think one of the most cogent things involved here is the state 
of the existing cargo air fleet. Today on the commercial lines, I 
believe General Quesada testified—I do not think there is any dispute 
about it—we do not have one single modern cargo plane in the entire 
commercial fieet. Does that comport with your understanding? 

Mr. McGuire. In the commercial fleet ? 

Senator Monroney. Yes. 

Mr. McGuire. Yes, sir; in terms of modern planes we are talking 
about. 

Senator Monroney. ee are all converted passenger planes with 
a high cost per ton-mile, because they are piston driven planes with 
comparatively limited capacity, and certainly restricted greatly on 
their nonstop capabilities under full load; is that not correct / 

Mr. McGuire. Yes. 

Senator Monronry. Now, going to the MATS fleet, I believe you 
have roughly some 450 planes in your MATS transport service. 

Mr. McGuire. 512. 

Senator Monroney. Doesn’t that include a lot of converted bombers 
and other things ? 

I think the usable fleet, as I understand it in the transport 
business—— 

Mr. McGuire. Let me say, Senator, the difference in the two figures 
is as you know we are phasing out of MATS 48 C-97’s and then we 
arrive at your figure or the net figure. 

Senator Monronry. The C-97, what is that, the Flying Boxcar? 

Mr. McGutre. Stratocruiser. 

Senator Monronry. Roughly we can accept today a figure of around 
450. 

What portion of that 450 are C-124’s? 

Mr. McGuire. Do you want to answer that? 

Colonel Pancake. I can give you that, sir. 

Mr. McGuire. It is 155 of these in the transport units, and 106 
were in the troop carrier units; 261 is the total. 

Senator Monroney. Then of our MATS fleet 261 are the 124’s. 
That was designed in 1947, I believe, and has not been produced 
since 1952? 

Mr. McGurre. 1955 the last plane was delivered, I believe. 
Senator Monroney. I see. 

Mr. McGuire. Deliveries began in 1950. 

Senator Monroney. All right. 
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Aside from the C-124’s, the MATS transport fleet is limited to 
rather old Constellations, nothing beyond the DC-—6—B and that vin- 
tage of aircraft, is that not correct 4 
Mr. McGuire. I can give you a detailed tabulation of this, if you 
like. 

Senator Monroney. I think it would be good for the record. 

Mr. McGuire. We have 48 of the C-97’s which we just said we are 
phasing out of the inventory. 

We have 117 of the C-118’s which is the Douglas DC-6A, known 
as the light lift master. 

We have 121 of the Lockheed Super-Constellations, the 1947 
version. 

We have 124, the C-124—I beg your pardon, we have 63 of the 
C-121. 

We have just given you the figure on the C-124 and on the C-133, 
we have 23. 

Senator Monroney. Now, that is the 133? 

Mr. McGuire. C-133. 

Senator Monroney. Yes, sir. 

Would you not say aside from the 133’s, you have no capability of 
flying nonstop from McGuire—or what is your Delaware base ? 

Colonel Heptunp. Dover; sir. 

Senator Monronry. Dover—or your other oceanside bases, nonstop 
to reach Frankfurt or major European areas? 

Colonel Heptunp. Not with the payload which is effective at all. 

Senator Monroney. You can take a few packages and get there in 
almost any of those planes if you loaded up with gas, but to carry 
any degree of useful payload, the C-133 is the only plane we have 
that can go nonstop. 

Colonel Heptunp. Yes. 

Senator Monroney. I have read a great deal about the undersea 
fleet that the Communists are purported to have which is purported 
to be equipped with missiles that could fire from offshore, making 
possible a loss of our intermediate bases which today are ‘stepping 
stones to E Lurope, is that not a correct assumption ? 

Colonel Heptunp. Certainly this is one of our major considerations 
today, is to have a capability which is not dependent upon our island 
bases. 

Senator Monroney. This is really a military necessity of conceiv- 
ing this new type of plane, it must be able to fly nonstop from bases 
in the United States to usable bases abroad. 

Colonel Hepitunp. Yes, sir. 

Senator Monroney. And a range, I believe you put a minimum 
range at. about 3,500 miles or 4,000 miles, is that correct ? 

Mr. McGutre. 4,000. 

Senator Monroney. 4,000 miles, and they must get there, the 4,00U 
miles, with a usable load of what cargo? 

Colonel Hepiunp. 40,000 pounds is kind of a planning figure at 
the moment. 

Senator Monronry. When the range is shorter to where it is 3,000 
miles or Jess, then your lift goes up, and your usable delivery is there. 

In other words, you add payload for the shorter range. 

Colonel Heptunp. Yes, sit 
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Senator Monroney. And the plane you envision would do this, 
and do it comfortably, with proper reserves for alternate fields and 
things of that kind necessary ? 

Colonel Heptunp. Yes, sir. 

Senator Monroney. So this plane is not offered today by any 
American manufacturer ? ; 

Colonel Heptunp. That is right. 

Senator Monronrey. Would you not say viewing the ever-present 
submarine threat, the loss of bases, even the political upsets that 
could occur in barring our use of certain bases, that this is absolutely 
a high priority military requirement ? 

Colonel Heptunp. ¢ ertainly. From the airlift point of view it is 
a high priority requirement. 

Senator Monroney. I see. 

We have about 450 planes in the MATS fleet today. 

Would you not say that with perhaps 160 to 175 of the modern 
planes which we are talking about, and the requirements of which 
you have considered, you would replace the airlift capabilities plus 
the long-range advantage, nonstop from here to Europe, for exam- 
ple, of the whole present 450 planes. 

Mr. McGuire. I would like to have Colonel Pancake answer this, 
Senator Monroney, because I think it is important to consider and 
understand that the 1 requirements of MATS are not necessarily based 
on—we have got a million tons, let us say for illustration, to move. 
The MATS requirements must be developed on a short, even basis. 
In other words, under a wartime condition you have certain things 
that do not necessarily, do not cut a million pounds by so many 
planes. Do you want to amplify that, Colonel ¢ 

Colonel Pancake. Sir, I can amplify that a little bit by saying 
we have made studies, or the joint chiefs of staff have made studies 
of wartime requirements and have indicated the degree to which 
there are civil eligible portions thereof. 

These have been done on a ton-mile basis. We think the important 
thing, though, is to recognize that as we reshape the wartime mission 
of MATS toward the hard core, as Mr. McGuire has defined it a mo- 
ment ago, that at some stage, as we look at this picture, we become 
acutely aware of the need ‘for the simultaneous sortee of airplanes, 
particularly in the early days of conflict and therefore, we have got 
to look at this not only from the standpoint of ton-miles required, 
but of simultaneous requirement for airframes departing immedi- 
ately, particularly in the early days of war, to destinations that have 
to be served at one and the same time. 

Although we cannot at this stage say what this number of airframes 
is, it is certainly a greater number than you might otherwise conclude 
from the requirements for top mileage. 

Senator Monroney. I understand that the planes may have to go 
several places, and it would not be measured strictly by ton- miles. 
We are trying to merely get an estimate of the lift that would be 
required to replace the lift that we have today. 

Mr. McGuire. I think there is no question about that, Senator, 
as the more modern plane comeson. We have taken recognition of this 
last year in the size of MATS, when we say because you get—to use 
the illustration, a 707, you do not replace one plane, you replace it by 
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what the 707 might be able to do, three times the passenger lift, five 
times the other planes. You take, in that respect, out more planes 
than you put in the extra size. 

Senator Monroney. That is correct. 

Regarding the civilian side, you would have nothing but lightweight 
cargo ) lift requiring frequent ‘stops available to you today in the event 
of a limited war emergency ; is that not correct ? 

Mr. McGuire. Yes, I think that is so. 

Senator Monronry. In the recent emergencies that we have had, 
Korea, Lebanon, and others, did you find a willingness on the part of 
our major air carriers to divert their passenger aircraft to strip them 
down to fulfilling this auxiliary lift for MATS, or was there some 
difficulty that you found because of the dependency of the public on 
traveling by air? 

Colonel Heptunp. You must remember, sir, that the basic plan, 
according to which we would use the civilian airlift in a wartime 
operation is the civil reserve air fleet program, which cannot be 
implemented i in anything short of a rather serious situation, and was 
not of course, implemented in the circumstances which you mention. 

With respect to the Lebanon and Formosa situation, we did find 
ourselves in a position where we needed more airlift from whatever 
source right away. 

We augmented to a considerable extent with commercial airlift. 
We could not buy all that we wanted, for I think a lot of reasons. 
They were busy, this was a busy time of the year, with normal com- 
mercial operations, and limited expansibility, the positioning of some 
of the airplanes was wrong, and it did take a considerable time for 
us to generate the total airlift which was needed. 

Senator Monroney. That, largely, came from your nonscheduled 
carriers as I understand it, and very little from your regularly 
scheduled airlines; is that correct ? 

Colonel Heptunp. I would have to reserve that until I had some 
research on that, sir, because I do not remember them by name. 

Senator Monronery. That is my understanding. 

Mr. McGuire. We had to put in very strict ‘priorities on the time 
of exercise, that first things went first. 

Senator Moroney. You were short airlift, even though you had 
MATS and other commercial people coming in, because of the in- 
adequacy of the lift to meet demands. 

We hear a lot about CRAF, civilian reserve airfleet program. 

That was instituted at what date? You had that for some 10 years, 
I believe. 

Mr. McGuire. Do you want to answer these questions ? 

Mr. Driscoutt. Yes, this was started effectively in 1952, studies have 
succeeded in coming up with the concept of the CRAF program. The 
first fleet, however, ‘of the civil, to augment MATS, was developed and 
composed in 1952. We have modernized it through the years up as 
the civilians improved their capability, and currently have a fleet of 
60 projec ‘ted through 1962. 

Senator Monroney. How many contracts have you signed ? 

Mr. Driscoin. As of today, sir, nine. 

Senator Monroney. Nine? 

Mr. Driscot. Yes. 
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Senator Monronry. This includes how many regularly scheduled 
airlines ¢ 

Mr. Driscotu. I can give you that in just a minute. It includes ap- 
proximately four of the regular scheduled airlines, one being under 
certificate, a suspended operation. But there are four of the regularly 
scheduled. 

Senator Monroney. Who are they, please ? 

Mr. Driscotu. Transworld, United, Flying Tiger Line, there is Re- 
sort, Overseas National of the nonregular scheduled, but a supple- 
mental carrier—overseas National, there is California-Hawaiian and I 
will correct that on the number of scheduled carriers. 

Continental has also signed, they are a scheduled carrier, and North- 
west has signed, they are also a scheduled carrier. 

Senator Monroney. In the bill that we have before us, there is a 
requirement that as a consideration for underwriting or insuring the 
loan, the planes so bought must be committed to the CRAF fleet, is s that 
not correct ¢ 

Mr. Driscoti. That is correct, sir. 

Senator Monroney. You feel this is a rather important element in 
the bill—I mean, because we insure the aircraft, then there is a quid 
pro quo because of that service that this plane must be put into the 
CRAF fleet and be available, is that not correct ? 

Mr. Driscouii. Yes. 

Mr. McGuire. It seems to me axiomatic, Senator, if we are to con- 
tend that these planes are necessary in our war assignments to assist 
us, then we must, if they are in the CRAF fleet, be sure that they are 
available and capable of doing this mission. 

It also seems to me axiomatic that the members of the CRAF fleet— 
I would hope to see this in the future more definitely than it has been 
in the past—are the people who we have the first call upon to support 
us. 

The two things do not add up unless you put them together on the 
table at the same time. 

Senator Monroney. This is correct. This is an obligation in ex- 
change for a privilege, or for the guarantee of the loan. So that the 
Government is not bei ing left completely without consideration in its 
behalf, if these planes are insured, is that not correct ¢ 

Mr. Driscoti. Yes, sir. 1 think it should be pointed out for the 
record the bill, itself, does not refer to CRAF per se. It more or less 
refers to— 





the airplane would be contractually committed to the Department of Defense at 
the call of the Secretary of Defense in emergency situations. 

Senator Monroney. This goes further than CRAF. 

Mr. Driscoti. Yes, sir. 

Senator Monroney. Because CRAF is a major emergency, is it not? 

Mr. Driscoity. The activation of CRAF under certain circum- 
stances. One is, when there is a national emergency, by the Secretary 
of Defense, he may activate, or in a case of a militarizs ation short of a 
national emergency, may he activated by the Secretary of Defense 
with the approval of the Director of Office of Civil and Defense 
Mobilization. 

Senator Monroney. This goes beyond that. 

Mr. Driscouy. Yes, sir: this is solely in the Secretary of Defense. 
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Senator Monroney. To get specific, was Lebanon and Formosa a 
crisis in the category you have just defined, or would they be more 
clearly met by the terms of this bill ? WY 

Mr. Driscotn. It did not require, sir, the activation of CRAF; 
therefore, you must consider it did not meet the criteria there. — 

However, the terms of the bill here would possibly permit it to be 
used if it was considered such an emergency. 

Senator Monroney. In other words, there is a quid pro quo there, 
so we do not even have to wait on the more grave emergencies; but, at 
any time when they are felt they are needed, they can be called. 

Mr. Driscotz. That is right. 

Senator Monroney. So, the Government does have a very definite 
important interest in the immediate availability of these aircraft. _ 

We have heard some testimony concerning the fear that the civilian 
planes with their crews, trained ready to go anywhere perhaps on a 
few hours’ notice, would not be usable to the Department of Defense. 

I would like to have any comments you might have on the fear that 
the civilian pilots would not take commercial planes into these areas— 
and so on. 

Mr. McGurre. Do you want to comment on that ? 

Colonel Pancake. Sir, the question was asked generally of General 
Quesada yesterday on this subject. As you well recall, he spoke to 
what, in his opinion, was the unquestioned patriotism of the airline 
operators and their crews. 

We certainly would not question that patriotism, and we think that 
they certainly share this characteristic with the rest of the Americans. 

However, the Department of Defense does feel that there is an im- 
portant item of security here. We are concerned with the furnishing 
of military requirements in airlift as prescribed by the Joint Chiefs 
of Staff and we are interested that these requirements be forthcoming 
at all times. 

So, it is our feeling that we must have more binding contractual 
arrangements with the civil carriers than we have had heretofore, and 
we have outlined some of these areas of agreement which we think are 
important which I would like to enumerate. I do not say that these 
are all-inclusive, but we have at least defined these. 

First, that there would be agreement to continue operations or to 
increase operations in any area which the military considered feasible 
and under the operational control of the military. 

Second, that the carriers would provide proper evidence of guaran- 
tees on the part of all their employees that they will cooperate in 
delivering Department of Defense airlift at all times. 

Thirdly, and tying in with this bill, evidence on the part of the car- 
riers that they can provide modern airplanes which will satisfy the 
Department of Defense plus firm indications that they will acquire 
new uncompromised cargo aircraft when these become available, as 
would be provided in this bill. 

The most important thing is, we feel that these contracts ought to 
be backed up by some legislation which would extend the President’s 
present powers to seize any transportation in time of war, to include 
times of emergency as well. 

I refer particularly to the powers that are provided in sections 4742 
and 9742 of title 10, United States Code. 
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We intend, the Department of Defense intends, to propose specific 
legislation to amend these sections. 

We believe that with this legislation which would give the President 
power to seize the civil carrier in time of war, and emergency, that we 
will have reasonable assurance that the contracts to which I have re- 
ferred will have proper legal backing, legislative backing. 

The combination of these two things, then, the legislation and the 
contracts, would provide a higher degree, or more assurance that these 
requirements will be met in times of emergency. 

You mentioned particularly, sir, the entering into combat areas, 
We intend primarily that these civil carriers would operate under con- 
tract over specified air routes. They would perform what we have 
described as channel traffic operat ions primarily. 

However, should these routes be brought under attack by the enemy, 
we would expect that the civil carriers continue to operate in deliver- 
ing military commitments so long as the military authority deemed it 
feasible. And that would be written into the contract, as I have pre- 
viously indicated. 

Senator Monroney. One complication on the additional legislation 
to “seize” is that it would not be under the jurisdiction of this com- 
mittee, but would have to come through the Armed Services perhaps, 
or the Judiciary. 

Let me ask you a question. If it were possible for the common 
workhorse type plane we are discussing here to be jointly procured 
by the military and the civilian side, w ould not the servicing of these 
planes at oversea bases be fac silitated, because you would not. have 
to have stocks of parts for as many different types of aircraft, and 
therefore it would reduce the inventory loads of oversea bases tre- 
mendously ¢ 

Colonel Pancake. Yes, sir; we envision that. 

Senator Monroney. That, in itself, would be a major saving. 

As I recall the spart parts—run what, about half of the cost of the 
aircraft to the military ? 

Colonel Pancake. Sir, I cannot answer that. 

Mr. McGutre. I think the figure is closer to 20 or 25. 

Senator Monroney. It has gone down, I think. 

Mr. McGuire. I think the Congress has helped us get it down. 

Senator Monroney. It would be a saving there, both in peacetime 
and in military operations, as they will have interchange parts on 
a common workhorse plane. 

Mr. McGuire. I think it is also proper to state here, Senator, the 
efforts on the part of the Air Force to get their pipeline shortened 
up by the use of these cargo planes we are talking about has been 
very, very helpful in this respect. 

Senator Monroney. Senator Engle. 

Senator Schoeppel. 

Senator Scnorrre.. I have just one question. 

Some reference was made to General Quesada’s testimony, that 
a plane was not being designed or built in this country, and was 
being built in another country. 

Let me ask you this: I would not want the record to stand here 
alone and indicate that the eiinetenaeh of the United States of 
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America are not able to produce the needed type of plane and 
equipment. 

Is it not a fact that the company, or a whole of it, is owned by 
American manufacturers / 

Mr. Driscoti. That is possibly correct, sir, 1 think the general’s 
point, though that I was trying to get across in that other country 
where they were able to buy the aire raft, they had favorable financing 
available to them, and that was the reason they were going there. 

Senator Scnorrret. But there is a lot of American capital in that 
concern, isn’t there 

Mr. Driscoitui. I cannot speak of direct knowledge to that, but I 
assume there is. 

Senator Monroney. Because this plane is made in Canada, the 
Government of Canada is furnishing the terms that makes the acqui- 
sition of these aircraft by the present firms who bought them desir- 
able, and nothing like that is being given by our Government or is 
proposed by our Government, even in this bill, to dothat ¢ 

Senator Scuorrret. But the certain concessions which the Gov- 
ernment of Canada has been making to these manufacturers, or else 
they would not be up there; is that correct ? 

Senator Monronry. They are further making concessions which 
make it impossible for American manufacturers to meet in the way 
of similar terms. 

Senator Lauscue. Mr. Chairman, may I ask a question ? 

Senator Monroney. Certainly. 

Senator Lauscur. Mr. McGuire, I understand you to take the 
position that you contemplate operating MATS so as to provide for 
your hard core needs, and that that is an indispensable service of 
the military; is that correct? 

Mr. McGutre. Well, we have said that we will orient MATS in 
the direction of its emphasis on the “hard core,” Senator. 

Now, the hard core, as I described it, is the type of thing that, in 
our opinion, can be performed only by the military. 

Senator Lauscur. Let me repeat the question. 

You take the position that you contemplate operating MATS 
so that you will provide the hard core service, is that. correct ? 

Mr. McGuire. Yes, sir. 

Senator Lauscue. And you feel that this provision on page 8, 
ordering an immediate transfer of increasing quantities of routine 
Government-sponsored aircargo traflic to the certificated air carriers 
is too severe as far as your ability to insure the performance of the 
hard-core functions, am I correct in that? 

Mr. McGuire. Correct. 

My point is—— 

Senator Lauscur. You have answered my question. You, there- 
fore, suggest that paragraph “D” be modified so as to provide that 
the transfer shall be made consistent with economic operations of 
your transportation service, and consistent with an orderly develop- 
ment of your hard-core service. 

Mr. McGuire. Correct. 

Senator Lauscne. If that were done, then you would be assured 
you would have some command over the economics of your opera- 
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tions, and you would also be assured that you would be able to 
continue your hard-core operations without undue interference ? 

Mr. McGuire. Correct, sir. 

I would like to, if I may, Senator—we would be glad to suggest 
for the committee’s consideration language which we think would 
be more acceptable in this respect along: the lines you are pointing out. 

Senator Lauscur. Now, then, in the event planes are built under 
this act, they would be at liberty to carry cargoes of all types in 
addition to the car go-carrying that they would do for you by contract? 

Mr. McGurre. Yes. 

Senator Lauscue. They would be in the general—— 

Mr. McGuire. You are speaking of the civilian planes. 

Senator Lauscne. Yes, they would be in the general cargo carrying 
business ? 

Mr. McGume. That is right. 

Senator Lauscusr. They, in all probability, would be certified as 
public carriers / 

Mr. McGumre. That is right. 

Senator Lauscue. And would be free to carry cargoes of whoever 
desired to engage them. 

Mr. McGuire. Yes, sir. 

Senator Lauscuer. Now, then, from that standpoint, have you con- 
sidered the overall transportaion problem of our country, that is, 
the indispensability of maintaining the inland carriers, the railroads, 
the pipelines, and the air carriers and the truck carriers / 

Mr. McGuire. I think we have, sir, yes. 

Senator Lauscur. Have you related the indispensable need as testi- 
fied to by the dense that the railroads were the backbone of our 
service ? 

Mr. McGuire. I think, Senator, we should be very clear on this 
matter. 

In our requirements for airlift, if you will, we are not considering 
airlift ina vacuum. We are looking at all the defense requirements 
for the Department of Defense. It would be improper for us to just 
say we would like to do everything by airlift. We cannot do every- 
body, or everything by airlift. Our requirements are not that. I 
would point out to you that our so-called hard core requirements to 
a very substantial degree are ones that go overseas. 

Senator Lauscur. You do realize that separate from your military 
needs in airlift there is an impact by force of this legislation on the 
general transportation problem of the country ? 

Mr. McGutre. I would think that this is a fair statement. 

Senator Lauscue. Yes, you say you do not look at it in a vacuum. 
But that you have studied what impact this new fleet might have on 
the economic stability of other types of transportation ? 

Mr. McGutre. I said, Senator, we have analyzed our requirements 
from a military point of view, of the Department of Defense, in rela- 
tionship to all of the modes of transportation that we must be in a 
position to utilize during a wartime effort. 

Senator Lauscue. All right. 

Now, then, is this plan as generally embodied in this bill your 
initiation ? 

Mr. McGuire. EI beg your pardon? Did I initiate this bill? 
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Senator Lauscne. Yes, that is, the Department of Defense. 

Mr. McGutre. I would not say so, no. 

Senator Lauscur. That is, it was not initiated in the Department 
of Defense ? 

Mr. McGuire. Not to my knowledge, no. 

Senator Lauscue. Some statement was made that the provisions of 
this bill, and the supply of this fleet is of high military priority. 

I do not suppose that you mean by that that it is of such priority as 
to be placed in the category of your ‘missiles and submarines and other 
demands of the military service ? 

Mr. McGuire. I think the statement was made that the need for 
these cargo planes that we are talking about of the future had a high 

riority. 

In think the fact that our own fleet needs modernization is evidence 
of that. 

Now, as to the relative priority, the Joint Chiefs of Staff will have 
to answer that — 

Iam not dogging it, Senator. 

Senator LAvscHe. If it was a high priority, you would not be going 
to get it through guaranteed loans, and you would not be supporting 
it when others have initiated it, and you have come in as a follower? 

Mr. McGutre. No. Let me see if I can help clarify your point, Sen- 
ator. We are talking in terms of high priority as a requirement 
available. 

Senator Lauscue. Yes. 

Mr. McGuire. Whether or not, this priority, where it cites rela- 
tivity, in my statement I pointed out to you, I tried to make clear, that 
the demands on this type of thing must be considered in the total 
overall priorities and requirements of the Department of Defense. 

Iam sure there are higher priorities. 

Senator Lauscue. Yes, I think that is generally understandable. 

With regard to the establishment of criteria, you deal with that in 
your paper, section 6 provides that no guarantee shall be made unless 
the Secretary of Defense shall have certified that the cargo aircraft 
to be purchased with the proceeds of the guaranteed loan has design 
and performance characteristics which satisfy the criteria of suitabil- 
ity for military use established by him. 

Mr. McGuire. Yes. 

Senator Lauscue. How far do you think you will be able to go under 
that language in requiring a design that will meet your purposes? 

Mr. McGuire. Well, we have examined this language very care- 
fully, because we feel that this requirement is a very serious require- 
ment in this bill and we recognize, as I tried to point out, Senator, there 
will be some argument and differences of opinion on this. 

If you want to put the pressures, that we do this or that, I will 
put it that way. Our lives are full of that type of thing. We feel that 
the language as presented here is satisfactory for us ‘to perform our 
responsibiliti ies as Government officials in this respect. 

Senator Lauscue. What do you generally visualize that. you might 
require them to do? 

Mr. McGuire. I would have to have some of our operational people 
speak to that, Senator. 


Senator Lauscur. Just generally. Make it compact if you can ? 
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Colonel Heptunp. This is looking perhaps into the future, but I 
think I can shed some light. on it by saying we would look to the in- 
dustry to provide the type of an aircraft which would provide the 
capability that I spoke of with respect to our specific operational re- 
quirements, that is, it would have a nonstop range from the United 
States to Europe with a certain payload. We would hope it might have 
a nonstop range to points in the Pacific, with a lesser payload. 

Senator Lauscue. That would be then the principal objective— 
long range. 

Colonel Heptunp. This is a very important one. I do not know if 
you can line them up, 1, 2, or 3. We think it very definitely should 
have some modern speed capability. What this is, 1 do not know, 400 
or 500 knots, at the moment is in the ball park, let us say. 

It should have a good loadability characteristic, one that can take 
the myriad of types and sizes of military cargo which we are con- 
fronted with. 

These are some of the aspects which we would like to see satisfied 
to the best degree possible. 

Mr. McGuire. Senator, might I add one point to this? 

Senator Lauscue. Yes. 

Mr. McGuire. The use of the military use established by him here, 
to us would mean he is really talking about a plane—we are not talk- 
ing about troop drop for example. 

In the hard core area we might have a troop drop requirement which 
might require a modification. 

So, in effect the military use we are talking of here, is that area where 
we are talking about a cargo capability essentially, you see. 

Senator Lauscue. Now, if I may go to another subject; this bill 
provides under the conditions, paragraph 9, on page 6 that will be at- 
tached, that must be found to exist Stem a loan can be made, or no 
guarantee shall be made unless the Board shall have found (1) that 
without such guarantee the air carrier or other eligible person would 
be unable to obtain necessary funds for the purchase of such cargo 
aircraft on terms which are reasonable and compatible with efficient 
and profitable operations; (2) that the prospective earning power of 
the air carrier, or other eligible person, furnishes reasonable assurance 
of the air carrier’s ability to repay the loan within the time fixed 
therefor. 

Now, my question is, if this second condition is found to exist, what 
reasonable objection would there be to a lender to make the loan—a 
normal lender? 

That is, if the operation sheets show that there is reasonable assur- 
ance that the loan will be repaid, on what grounds would the ordinary 
lender decline to make the loan ? 

Mr. McGuire. Well, I do not know that I can answer that. 

Senator Lauscue. All right, then. 

Doesn’t this mean, then, what is intended to provide for lenders, not 
only the reasonable assurance that the financial sheet of the operation 
discloses that the loan will be repaid, but in addition thereto, a guar- 
antee of the Government ? 

Mr. McGuire. I do not take it that way, Senator. 

Senator Lauscne. You do not? 


Mr. McGuire. No, I do not. 
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Senator Lauscue. Well, let me repeat the question. 

Mr. McGuire. Maybe I am naive enough not to—— 

Senator Lauscur. Let me repeat the ‘question. If, under item 2, 
that the prospective earning power of the air carrier furnishes reason- 
able assurance of the air carrier’s ability to repay the loan, on what 
grounds, then, would a lender turn him down ¢ | 

Mr. McGutre. Well, I am not in the loaning business myself. I 
do not know as I can answer that. 

Senator Lauscue. Now, then, I would like to take up this question. 

Have you given any thought of the constant movement of different 
segments of the economy Ww anting the Government to guarantee loans 
that are being made? That is, we are now euaranteeing bank deposits, 
building and loan deposits, the borrowings of feeder airlines, the bor- 
rowings of the maritime operation. We are guaranteeing housing 
mortgages—FHA mortgages, guaranteeing railroad borrowings, and 
within 1 week there will come before the transportation committee, 
surface, an application we set up a fund to loan money to the transit 
operators So that they will be able to buy buses. 

Now, my query is, Have you given any thought to this proposition 
of the constant trend demanding that Congress guarantee loans of 
different types being made to the different segments of the economy ¢ 

Mr. McGuire. I have Senator. 

Senator Lauscue. May I have your views on it ? 

Do yousee any dangers in it? 

Mr. McGuire. Yes; I do not like to see this any more than anybody 
else does. 

But I think the restrictions here are pretty tough restrictions. ‘The 
man has got to put up a sizable chunk of money “here and he has got 
to meet certain conditions, and I do not look upon this as I think it 
has been said here that we do not want to have acrutch. I do not look 
upon this this way myself. I think it is assistance, there is no ques- 
tion about that, I cannot deny that. I am certainly one who would 
agree with you that in our economy the more that is left to an indi- 
vidual to be self-sufficient on his own merits and efforts, the better off 
we are. 

Senator Lauscue. But aren’t we giving encouragement to other 
segments of the economy to come before the Congress to get guarantees 
of the borrowings we make as we are proceeding now one after another 
to provide guarantees ? 

Mr. McGuire. Well, I suppose—— 

Senator Lauscnr. You need not answer that. That is argu- 
mentative. 

Senator Eneie. Will you yield for a few questions ? 

Senator Lauscue. I am through. 

Senator ENeir. Inasmuch as the air plane to do this job is not now 
in existence, either for the hard core military transportation or for 
the commercial operation, wouldn’t it, in line with what Senator 
Lausche says, make more sense for the Federal Government if it is 
going to help out in this field, to help out by providing means or 
assistance in the development of this aircraft, and then permitting the 
regular commercial establishments to make their loans in the regular 
course ? 
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Mr. McGutre. I think, Senator, this question you have asked me 
is going to have to be dec ided by this committee, and by the processes 
of congressional action. 

There is no question in my mind that there is a facet of this thing 
that has to do with the deve ‘lopment of this plane, putting it in being, 

Senator Eneie. What this boils down to is, as the Senator has 
pointed out, asking your Federal Government to underwrite the de- 
velopment and the placing in operation of an airplane—two airplanes, 
in fact—not now in existence ? 

Mr. McGutre. That is correct. 

Senator Eneire. Now, the Federal Government is going to have to 
lay some cash on the line to develop the military transport for the 
har d core military transportation, there is not any question about that, 
is there? 

Mr. McGuire. No. 

Senator Eneir. Well, now, if they do, that airplane can serve also, 
as you have testified, Mr. Secretary, in a very large degree in this 
commercial area as well. 

You say this is the question we have to decide, well, we like the 
enlightenment and the aid of your views on this subject matter, 
Wouldn't it be more intelligent to go ahead with that, put the cash 
on the line, if you have to develop this airplane, go ahead and develop 
it, and get it out there so that the customers, the b: ankers and ever vbody 
can see it, and then if they can fall within the specifications of this bill, 
no sensible loaning agency, that is in the business of loaning money, 
would refuse to go ‘forw: ard, would they ? 

Mr. McGutre. Senator, "the only observation I can make in that 
respect is that I would assume that, if the criteria as established by 
this bill are met, and if you will administer it properly—and I have 
no reason to say it would not be—that you would get your money back, 
whereas if we were to just lay out a substantial sum of money for 
development, I am not sure that you would get your money back. 

Senator Ener. You are going to have to lay it out anyway, that is 
the point Iam making; is that right? 

Mr. McGutre. We will all be a party to this factor, what we are 
seeking in the Department of Defense, and would like to see happen, 
would be a cargo plane of the type that we are envisioning here, and 
the sooner it comes, I think the better. 

Senator Enete. We are getting the cart before the horse, though, it 
seems to me. 

We are undertaking to write a program to guarantee loans for an 
aircraft not now in existence, and we are writing a specification of 
the loan requirements in this bill that under every reasonable inter- 
pretation would meet the requirements of any banking institution. 

Now, General Quesada sat up here the other day and said it would 
be necessary for an applicant under this program to show that he 
would not get or could not get or dinary financing. 

That means that this bill envisions a soft area of financ ing outside 
of the standards of the ordinary banking community, and the question 
is, where is the cutoff going to be? 
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If a bank will not loan on it, I would surely scratch my head a long 
time before [ said that the applicant met the requirements of this 
language. 

So, it isas nebulous asthat. I know what the Chairman has in mind. 
He has in mind setting up a situation which we were encouraging the 
production and dev elopment of this type of airplane. 

Iam forthat. Thatisa sound objective. 

But my question is whether or not this bill is the way to do it. 
That is why I raise the question whether or not it is not more sensible 
for the Federal Government just to get up and lay the money right 
on the barrethead, and say we are going to develop this flying machine, 
and put out regular competition for it like everything else and when 
we get it say, boys, here it is. Weare going to use some of these our- 
selves to meet the military requirements, and the rest of you can go to 
the banking institutions, meet the standards of this legislation and get 
into business. 

I ask you, isn’t that a logical alternative? I would like your advice 
on i. even though you say it is up to us to decide it. 

Mr. McGuire. Well, I think it is a logical alternative, if this is in 
the wisdom of this eee something that should not be done. 

On the other hand, I think, if you take the alternative I am not at 
all sure—of course you have the right to do this if you pass the legis- 
lation—that you will get it done as quickly. 

The reason I say that is I guess I think basically we get into a basic 
philosophy of a subsidy that we are going to do this, and put it on the 
shelf, and now here it is. 

Whereas, there is inherent in this, as I see it, a provision that we 
get the money back. 

Senator Monronry. May I ask in this connection, though, you de- 
veloped I think since postwar, the C-119, the C-—130, the C-1 133. 

Mr. McGuire. That is correct. 

Senator Monroney. All of them properly developed for military 
needs. 

But will you tell me if any of those planes would be suitable for, 
or are now used by commercial airlift ? 

Mr. McGuire. I do not think they are, Senator. 

Senator Monronry. Do you have any right to use defense funds 
strictly for the ceneropeee of commercial cargo planes? 

Mr. McGutre. I do not think we do, and I think we would hesitate 
to do it, and we would have to probably have cranked in these things 
the basic military things we are talking about and that portion that 
would have to make it commercial would have to be done otherwise. 

I suppose somebody can argue in all sincerity this is the way the 
707 came into being. W hether the 707 would have come into being 
faster under such a thing as this, is a matter of judgment. 

Senator Monroney. That was a military tanker and later converted 
to passenger planes. 

Mr. McGuire. That is correct. 

Senator Monroney. Your strictly cargo planes do not have to meet 
the prime needs of a commercial carrier, and that is the cost per ton- 
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mile. They are there in the event of war, and the basic cutoff and 
the basic thing that is strangling the development of air cargo is that 
no one up to this good hour has developed a low ton-mile cost of a 
plane designed for cargo. The military, with their needs, have not 
found it necessary. 

Mr. McGuire. I think we also, Senator, get into the basic problem 
of the relative priority of defense funds in this particular thing if 
we were to be asked to set forth—I do not think this was your sug- 
gestion, Senator, I do not mean to misinterpret it. 

Senator Enair. May I make one observation, Mr. Secretary, here 
is the thing that puzzles me. We have a cargo-type airplane, a swing- 
tail, and all that. 

The Flying Tigers went up and got it from Convair in Canada, 
They have the Government underwrite on it. I do not see any of 
these other aircraft carriers knocking down the door to do the same 
thing. 

Mr. McGuire. It is my understanding, I think, Seaboard and West- 
ern have purchased some of these planes. 

Senator Eneir. They have a bid in, but there is not a mob standing 
outside the door. 

Now, as I see this situation, this bill envisions precisely the same 
type of arrangement for our Government that is, we underwrite and 
guarantee in the same manner—not precisely in the same amounts or 
under all the same conditions—as the Canadian Government does for 
an airplane? 

Mr. McGuire. I understand that. 

Senator Eneie. Which is the most advanced type of cargo carrier 
presently available on the market, all they have to do is go across the 
line. Canada is not so very far away and is a close and friendly 
neighbor, but they are not up there doing it. Why don’t they do it 
if this is in? 

Mr. McGutre. I cannot answer for the airlines in this respect, 
Senator, but I presume that some of them are hopeful that there will 
be a better plane than this one that is in existence, made in Convair 
conversion, developed on this. 

I think it is fair to say that there has been a great deal of discussion 
in the past year by all aircraft companies to this subject, a lot of them 
are seeking ways to get some product, if you will, available—when 
I say “available,” they have not made it, but so far to my knowledge 
none of them have committed themselves to make such a plane. 

I think there is a demand for the plane. 

Senator Encie. Why doesn’t the man go up to Canada? Convair 
is up there, that is what that Canadian subsidiary is, it is a subsidiary 
of Convair, they teok our know-how and whatnot and moved it across 
the line. 

Now, if this format will work and will do the thing that this bill un- 
dertakes to accomplish, why aren’t they doing it now 4 

Mr. McGuire. I cannot answer that question. 

Senator Monronry. Let me ask, does the CIL-44 meet the cubic ea- 
pacity and other things that the military would want in the futuristic 
plane we are talking about ? 
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Senator Enete. I am talking about a civilian-type cargo plane. 

Senator Monronery. We are talking about its military usage, which 
is one of the key provisions of this bill. 

I would just like to get that question on the record, and whether 
we are going to have the plane that the military feel they would 
rant to OK for this insured program. 

Colonel Heptunp. We would look for an aircraft in the long-pull 
that would have a bigger cube capability and a larger vertical clear- 
ance, particularly, and better loa: lability features than this particu- 
lar aircraft does have. 

Senator Monroney. This plane, as I understand it, is a modification 
of Britannica which essentially is a passenger aircraft. 

Colonel Heptunp. That is right. 

Senator Monronry. We are talking about a plane designed for 
cargo carriage, and every part of such plane is built in with the 
cargo in mind instead of the comfort of the passengers, which the 
CL-4, granted it has a low cost per ton-mile, it meets that capability, 
but that is not the prime need of the military, although it is the prime 
need of the commercial carriers. 

Senator Lauscur. Mr. Chairman, there is nothing in this bill pro- 
viding moneys for the development of the type of plane that we are 
talking about, is that correct ? 

Mr. McGuire. I do not know, Senator. 

It seems to me that if you follow the pattern that you guarantee 
the loan, and the loan becomes available to the purchaser, and the 
purchaser places the order, that one could argue that there are moneys 
available in this. I think one must face that. 

Senator Lauscue. I see. 

Senator Monroney. The development cost will be passed on to the 
purchaser of the plane. 

Senator Lauscue. I put that question because you stated in your 
paper— 

This means that development moneys will be involved, and because of the 
national defense purposes to be served and the needs of defense for military 
cargo transports, it is not unreasonable to assume that the Department of 
Defense will need to fund for development to some considerable extent. 

Mr. McGutre. That is correct. 

Senator Lauscnr. Now, the Senator from California made the 
statement you have the cart before the horse. You are here providing 
for the lending plan, covering a plane that you contemplate develop- 
ing, is that correct? 

Mr. McGuire. Yes. 

Senator Lauscue. And in the development of that plane you have 
in mind, No. 1, that you will primarily, or in a substantial degree, 
have to provide the funds separately and apart from the inducement 
that will apply to manufacturers when they know they have a poten- 
tial market. 

Mr. McGutre. It is my opinion, Senator, that regardless of this 
bill, we are going to have to get and develop such a cargo plane. 

Now, all Tam trying to say there is that if this bill were enacted 
and this type of plane from a commercial aspect point of view were 
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brought into focus, if you will, that we recognize, because of the mili- 
tary aspects, and the dual usage of such a plane in part of the fields, 
we ourselves are going to have to have a part to play in this. It is 
a two-party operation, I think. 

Senator Lauscur. Let us get back to Senator Engle’s statement, 
The plane should be developed and if it is developed and m: ade avail- 
able to persons wanting to engage in this business, what diffic ulty 
should they have in obtaining loans without Government guarantee 
when they can show that there are reasonable prospects that the loan 
will be repaid through the proceeds of the business operation ? 

Mr. McGutre. I am not sure that I can answer that question, 
Senator. ; 

I would say this to you: I think I said earlier that there will be 
some people I would presume who would not have to take nor want to 
take advantage of this provision. 

Senator Monroney. Since the question of loan guarantees has 
come up, I would like to insert in the record at this point Public Law 
85-625, passed by this committee and also favored by the surface 
transportation committee on loan guarantees for the 1 ‘ailroads, whic ‘hy 
as I read it, has a smaller requirement as to the percentage of equity 
that the railroad must have in the equipment before the guarantee of 
the loan. I note that the limitation on the principal amount of all 
loans guaranteed by the C ommission shall not exceed $500 million. 
Excepting for its requirement of 25 percent downpayment and a full 
payment in 10 years, this bill follows pretty much the limitations in 
the railroad loan bill, with the exception that the railroad bill pro- 
vides for a 15-year payout with no limitation as to the downpayment 
that should be made for the new equipment. 

It also has no qualifying finding in there that such railroad equip- 
ment is essential to the national defense, or meets requirements pre- 
scribed by the Secretary of Defense as having a military applicability. 

Nothing is being asked here that has not already been done in 
behalf of the railroads. 

(The documents referred to follow :) 
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Public Law 85-625 
85th Congress, S. 3778 
August 12, 1958 


AN ACT 


To amend the Interstate Commerce Act, as amended, so as to strengthen and 
improve the national transportation system, and for other purposes. 


Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, That this Act may 
be cited as the “Transportation Act of 1958”. 


AMENDMENT TO INTERSTATE COMMERCE ACT, RELATING TO LOAN 
GUARANTIES 


Sec. 2. The Interstate Commerce Act, as amended, is amended by 
inserting immediately after part 1V thereof the following new part: 


“Parr V 
“PURPOSE 


“Sec. 501. It is the purpose of this part to provide for assistance 
to common carriers by railroad subject to this Act to aid them in 
acquiring, constructing, or maintaining facilities and equipment for 
such purposes, and in such a manner, as to encourage the employment 
of labor and to foster the preservation and development of a national 
transportation system adequate to meet the needs of the commerce of 
the United States, of the postal service, and of the national defense. 


**DEFINITIONS 


“Seo. 502. For the purposes of this part— 

“(a) The term ‘Commission’ means the Interstate Commerce Com- 
mission. 

“(b) The term ‘additions and betterments or other capital expendi- 
tures’ means expenditures for the acquisition or construction of prop- 
erty used in transportation service, chargeable to the road, property, 
or equipment investment accounts, in the Uniform System of Accounts 
prescribed by the Interstate Commerce Commission. 

“(c) The term ‘expenditures for maintenance of property’ means 
expenditures for labor, materials, and other costs incurred in main- 
taining, repairing, or renewing equipment, road, or property used in 
transportation service chargeable to operating expenses In accordance 
with the Uniform System of Accounts prescribed by the Commission. 


“TOAN GUARANTIES 


“Sec. 503. In order to carry out the purpose declared in seciion 501, 


the Commission, upon terms and conditions prescribed by it and con- 
sistent with the provisions of this part, may guarantee in whole or in 
part any public or private financing institution, or trustee under a 
trust filentare or agreement for the benefit of the holders of any secu- 
rities issued thereunder, by commitment to purchase, agreement to 
share losses, or otherwise, against loss of principal or interest on any 
loan, discount, or advance, or on any commitment in connection there- 
with, which may be made, or which may have been made, for the pur- 
pose of aiding any common carrier by railroad subject to this Act in 
the financing or refinancing (1) of additions and betterments or other 
capital expenditures, made after January 1, 1957, or to reimburse the 
carrier for expenditures made from its own funds for such additions 
and betterments or other capital expenditures, or (2) of expenditures 
for the maintenance of property : Provided, That in no event shall the 
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aggregate principal amount of all loans guaranteed by the Commission 
exceed $500,000,000. 
“LIMITATIONS 


“Sec. 504. (a) No guaranty shall be made under section 503— 
“(1) unless the Commission finds that without such guaranty, 
in the amount thereof, the carrier would be unable to obtain neces- 
sary funds, on reasonable terms, for the purposes for which the 
loan is sought; 
“(2) if in the judgment of the Commission the loan involved is 
at a rate of interest which is unreasonably high ; 
“(3) if the terms of such loan permit full repayment more than 
fifteen years after the date thereof; or 
“(4) unless the Commission finds that the prospective earning 
power of the applicant carrier, together with the character at 
value of the security pledged, if any, furnish reasonable assurance 
of the applicant’s ability to repay the loan within the time fixed 
therefor and reasonable protection to the United States. 
A statement of the findings of the Commission required under the pro- 
visions of this subsection shall be made a matter of public record by 
the Commission with respect to each loan guaranteed under the pro- 
visions of this part. 

“(b) It shall be unlawful for any common carrier by railroad subject 
to this Act to declare any dividend on its preferred or common stock 
while there is any principal or interest remaining unpaid on any loan 
to such carrier made for the purpose of financing or refinancing 
expenditures for maintenance a property of such carrier, and guar- 
anteed under this part. 

“MODIFICATIONS 


“Sec. 505. The Commission may consent to the modification of the 
provisions as to rate of interest, time of payment of interest or princi- 
pal, security, if any, or other terms el) conditions of any guaranty 
which it shall have entered into pursuant to this part, or the renewal 
or extension of any such guaranty, whenever the Commission shall 
determine it to be equitable to do so. 


“PAYMENT OF GUARANTIES ; ACTION TO RECOVER PAYMENTS MADE 


“Sec. 506. (a) Payments required to be made as a consequence of 
any guaranty by the Commission made under this part shall be made 
-hy the Secretary of the Treasury from funds hereby authorized to be 
appropriated in such amounts as may be necessary for the purpose of 
carrying out the provisions of this part. 

“(b) In the event of any default on any such guaranteed loan, and 
payment in accordance with the guaranty by the United States, the 
Attorney General shall take such action as may be appropriate to 


recover the amount of such payments, with interest, from the default- 
ing carrier, carriers, or other persons liable therefor. 


“GUARANTY FEES 


“Sec. 507. The Commission shall prescribe and collect a pee 
fee in connection with each loan guaranteed under this part. Suc 
fees shall not exceed such amounts as the Commission estimates to be 
necessary to cover the administrative costs of carrying out the pro- 
visions of this part. Sums realized from such fees shall be deposited 
in the Treasury as miscellaneous receipts. 
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“ASSISTANCE OF DEPARTMENTS OR OTHER AGENCIES 


“Sec. 508. (a) To permit it to make use of such expert advice and 
services as it may require in carrying out the provisions of this part, 
the Commission may use available services and facilities of depart- 
ments and other agencies and instrumentalities of the Government, 
with their consent and on a reimbursable basis. 

“(b) Departments, agencies, and instrumentalities of the Govern- 
ment shall exercise their powers, duties, and functions in such manner 
as will assist in carrying out the objectives of this part. 


“ADMINISTRATIVE EXPENSES 


“Sec. 509. Administrative expenses under this part shall be paid 
from appropriations made to the Commission or administrative 
expenses. 

“TERMINATION OF AUTHORITY 


“Sec. 510. Except with respect to such applications as may then 
be pending, the authority granted by this part shall terminate at the 
close of March 31, 1961: Provided, That its provisions shall remain 
in effect thereafter for the purposes of guaranties made by the 
Commission.” 


AMENDMENTS TO SECTION 1 OF INTERSTATE COMMERCE ACT 


Sec. 3. Section 1 of the Interstate Commerce Act, as amended, is 
amended (1) by inserting in subparagraph (a) of paragraph (2) 
thereof, after the word “aforesaid” and before the semicolon follow- 
ing that word, a comma and the words “except as otherwise provided 
in this part” and (2) by striking out the period at the end of the 

roviso in sub oe (a) of paragraph (17) thereof and inserting 
in lieu thereof the following: “and except as otherwise provided in 
this part.”. 


INTRASTATE RATES, FARES, CHARGES, CLASSIFICATIONS, REGULATIONS, OR 
PRACTICES 


Sec. 4. The first sentence of paragraph (4) of section 13 of the 
Interstate Commerce Act, as amended, is amended to read as follows: 

“(4) Whenever in any such investigation the Commission, after full 
hearing, finds that any such rate, fare, charge, classification, regula- 
tion, or practice causes any undue or unreasonable advantage, prefer- 
ence, or prejudice as between persons Or localities in intrastate com> 
merce on the one hand and interstate or foreign commerce on the other 
hand, or any undue, unreasonable, or unjust discrimination against, 
or undue burden on, interstate or foreign commerce (which the Com- 
mission may find without a separation of interstate and intrastate prop- 
erty, revenues, and expenses, and without considering in totality the 
operations or results thereof of any carrier, or group or groups of car- 
riers wholly within any State), which is hereby forbidden and declared 
to be unlawful, it shall prescribe the rate, fare, or charge, or the 
maximum or minimum, or maximum and minimum, thereafter to be 
charged, and the classification, regulation, or practice thereafter to be 
observed, in such manner as, in its judgment, will remove such advan- 
tage, preference, prejudice, discrimination, or burden: Provided, That 
upon the filing of any petition authorized by the provisions of para- 
graph (3) hereof to be filed by the carrier concerned, the Commission 
shall forthwith institute an investigation as aforesaid into the lawful- 
ness of such rate, fare, charge, classification, regulation, or practice 
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(whether or not theretofore considered by any State agency or au- 
rus and without regard to the pendency before any State agency 
or authority of any proceeding relating thereto) and shall give special 
expedition to the hearing and decision therein.” 


NEW SECTION 13A OF INTERSTATE COMMERCE ACT 


Sec. 5. The Interstate Commerce Act, as amended, is amended by 
inserting after section 13 thereof a new section 13a as follows: 


*“DISCONTINUANCE OR CHANGE OF CERTAIN OPERATIONS OR SERVICES 


“Sec. 13a. (1) A carrier or carriers subject to this part, if their 
rights with respect to the discontinuance or change, in whole or in 
part, of the operation or service of any train or ferry operating from a 
point in one State to a point in any other State or in the District of 
Columbia, or from a point in the District of Columbia to a point in 
any State, are subject to any provision of the constitution or statutes 
of any State or any regulation or order of (or are the subject of any 
proceeding pending eters) any court or an administrative or regu- 
latory agency of any State, may, but shall not be required to, file with 
the Commie, and upon such filing shall mail to the Governor of 
each State in which nck train or ferry is operated, and post in every 
station, depot or other facility served thereby, notice at least thirty 
days in advance of any such proposed discontinuance or change. The 
carrier or carriers filing such notice may discontinue or change any 
such operation or service pursuant, to such notice except as otherwise 
ordered by the Commission pursuant to this paragraph, the laws or 
constitution of any State, or the decision or order of, or the pendency 
of any proceeding before, any court or State authority to the contrary 
notwithstanding. Upon the filing of such notice the Consaniéeitn shall 
have authority during said thirty days’ notice period, either upon 
complaint or upon its own initiative without complaint, to enter upon 
an investigation of the proposed discontinuance or change. Upon 
the institution of such investigation, the Commission, by order served 
upon the carrier or carriers affected thereby at least ten days prior 
to the day on which such discontinuance or change would otherwise 
become effective, may require such train or ferry to be continued in 
operation or service, in whole or in part, pending hearing and decision 
in such investigation, but not for a longer period than four months 
beyond the date when such discontinuance or change would otherwise 
have become effective. If, after hearing in such investigation, whether 
concluded before or after such discontinuance or change has become 
effective, the Commission finds that the operation or service of such 
train or ferry is required by public convenience and necessity and 
will not unduly burden interstate or foreign commerce, the Commis- 
sion may by order require the continuance or restoration of operation 
or service of such train or ferry, in whole or in part, for a period not 
to exceed one year from the date of such order. The provisions of this 
paragraph shall not supersede the laws of any State or the orders 
or regulations of any administrative or regulatory body of any State 
applicable to such discontinuance or change unless notice as in this 
paragraph provided is filed with the Commission. On the expiration 
of an order by the Commission after such investigation requiring the 
continuance or restoration of operation or service, the jurisdiction of 
any State as to such discontinuance or change shall no longer be 
superseded unless the procedure provided by this paragraph shall 
again be invoked by the carrier or carriers. 
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(2) Where the discontinuance or change, in whole or in part, by a 


Lu- . . . . ° 

a carrier or carriers subject to this part, of the operation or service of 
‘a any train or ferry operated wholly within the boundaries of a single 
c 


State is prohibited by the constitution or statutes of any State or where 
the State authority having jurisdiction thereof shall have denied an 
application or petition duly filed with it by said carrier or carriers 
for authority to discontinue or change, in whole or in part, the opera- 
by tion or service of any such train or ferry or shall not have acted finally 
on such an application or petition within one hundred and twenty 
days from the presentation thereof, such carrier or carriers may petl- 
tion the Commission for authority to effect such discontinuance or 
change. The Commission may grant such authority only after full 


Dir hearing and upon findings by it that (a) the present or future public 
in convenience and necessity permit of such discontinuance or change, 
a in whole or in part, of the operation or service of such train or ferry, 
of and (b) the continued operation or service of such train or ferry 
in without discontinuance or change, in whole or in part, will constitute 
es an unjust and undue burden upon the interstate operations of such 
ny carrier or carriers or upon interstate commerce. When any petition 
u- shall be filed with the Commission under the provisions of this para- 
th graph the Commission shall notify the Governor of the State in 
of which such train or ferry is operated at least thirty days in advance 
ry of the hearing provided for in this paragraph, and such hearing shal] 
ty be held by the Commission in the State in which such train or ferry 
he is operated; and the Commission is authorized to avail itself of the 
ny cooperation, services, records and facilities of the authorities in such 
se State in the performance of its functions under this paragraph.” 
or 
cy AMENDMENT TO SECTION 15A OF THE INTERSTATE COMMERCE ACT 
‘ll Sec. 6. Section 15a of the Interstate Commerce Act, as amended, is 
on amended by inserting after paragraph (2) thereof a new paragraph 
_ (3) as follows: pall et | 
on “(3) Ina proceeding involving competition between carriers of dif- 
sd ferent modes of transportation subject to this Act, the Commission, in 
ow determining whether a rate is lower than a reasonable minimum rate, 
an shall consider the facts and circumstances attending the movement of 
i. the traffic by the carrier or carriers to which the rate is applicable. 
on Rates of a carrier shall not be held up to a particular level to protect 
hs the traffic of any other mode of transportation, giving due considera- 
ino tion to the objectives of the national transportation policy declared 
ar in this Act.” 
ne 
h AMENDMENT TO SECTION 203 (B) OF INTERSTATE COMMERCE ACT 
id Sec. 7. (a) Clause (6) of subsection (b) of section 203 of the Inter- 
- state Commerce Act, as amended, is amended by striking out the semi- 
~ colon at the end thereof and inserting in lieu thereof a colon and the 
ot following: “Provided, That the words ‘property consisting of ordinary 
a livestock, fish (including shell fish), or canvalin (including hort1- 
re cultural) commodities (not including manufactured products thereof)’ 
te as used herein shall include property shown as ‘Exempt’ in the ‘Com- 
rn modity List’ incorporated in ruling numbered 107, March 19, 1958, 
~ Bureau of Motor Carriers, Interstate Commerce Commission, but shall 
. not include property shown therein as ‘Not exempt’: Provided further, 
ne 








162 LOANS TO CERTAIN AIR CARRIERS 





however, That notwithstanding the preceding proviso the words 
‘property consisting of ordinary livestock, fish (including shell fish), 
or agricultural (including horticultural) commodities (not including 
manufactured products thereof)’ shall not be deemed to include frozen 
fruits, frozen berries, frozen vegetables, cocoa beans, coffee beans, tea, 
bananas, or hemp, and wool imported from any foreign country, wool 
tops and noils, or wool waste (carded, spun, woven, or knitted), and 
shall be deemed to include cooked or uncooked (including breaded) 
fish or shell fish when frozen or fresh (but not including fish and shell 
fish which have been treated for preserving, such as canned, smoked, 
pickled, spiced, corned or kippered products) ;”. 

(b) Unless otherwise specifically indicated therein, the holder of any 
certificate or permit heretofore issued by the Interstate Commerce 
Commission, or hereafter so issued pursuant to an application filed on 
or before the date on which this section takes effect, authorizing the 
holder thereof to engage as a common or contract carrier by motor 
vehicle in the transportation in interstate or foreign commerce of 
property made subject to the provisions of part II of the Interstate 
Commerce Act by paragraph (a) of this section, over any route or 
routes or within any territory, may without making application under 
that Act engage, to the same extent and subject to the same terms, 
conditions and limitations, as a common or contract carrier by motor 
vehicle, as the case may be, in the transportation of such property, 
over such route or routes or within such territory, in interstate or 
foreign commerce. 

(c) Subject to the provisions of section 210 of the Interstate Com- 
merce Act, if any person (or its predecessor in interest) was in bona 
fide operation on May 1, 1958, over any route or routes or within any 
territory, in the transportation of property for compensation by motor 
vehicle made subject to the provisions of part II of that Act by para- 
graph (a) of this section, in interstate or foreign commerce, and has 
so operated since that time (or if engaged in ner re seasonal 
service only, was in bona fide operation on May 1, 1958, during the 
season ordinarily covered by its operations and has so operated since 
that time), except in either instance as to interruptions of service over 
which such saetient or its predecessor in interest had no control, the 
Interstate Commerce Commission shall without further proceedings 
issue a certificate or permit, as the type of operation may warrant, 
authorizing such operations as a common or contract carrier by motor 
vehicle if application is made to the said Commission as provided in 
part IT of the Interstate Commerce Act and within one hundred and 
twenty days after the date on which this section takes effect. Pendin 
the determination of any such application, the continuance of own 
operation without a certificate or permit shall be lawful. Any carrier 
which on the date this section takes effect is engaged in an operation 
of the character specified in the foregoing provisions of this para- 
7zraph, but was ee engaged in such operation on May 1, 1958, ma 
under such regulations as the Interstate Commerce Commission shall 
prescribe, if application for a certificate or permit is made to the said 
Commission within one hundred and twenty days after the date on 
which this section takes effect, continue such operation without a cer- 
tificate or permit pending the determination of such application in 
accordance with the provisions of part II of the Interstate Commerce 


Act. 
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AMENDMENT TO SECTION 203 (C) OF INTERSTATE COMMERCE ACT 


Sec. 8. Subsection () of section 203 of the Interstate Commerce Act 
as amended, is amended by striking out the period at the end thereof 
and inserting in lieu of such period a comma and the following: 
“nor shall any person engaged in any other business enterprise trans- 

rt property by motor vehicle in interstate or foreign commerce 
for business purposes unless such transportation is within the scope, 
and in furtherance, of a primary business enterprise (other than trans- 
portation) of such person.” 


Approved August 12, 1958. 
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Senator Lauscue. I would like to state for the record the position 
which I am taking here today is the identical position which I took 
on the railroad bill, that is, that segment after segment of the econ. 
omy is coming in asking the Government to guarantee loans. 

Senator Enerr. Of course, the railroad outfit was flat on their 
backs and it was a bailout procedure from start to finish and every. 
one knew it. 

Here we are asking to guarantee loans on an airplane not yet in 
existence. The modernization of the railroads is something else. 

Senator Monroney. Perhaps the railroads, if they had modernized 

earlier might not have been in such condition. 

Senator Enote. I agree with that. I think you ought to get the 
air plane before you start guaranteeing the loan. 

Senator Monroney. Any further questions? 

Senator Lauscue. That is all. 

Senator Monroney. There has been prepared by the Assistant 
Secretary of Defense, Supply and Logistics, Director of ‘Transporta- 
tion Policy, Air Transportation, a report entitled “The Role of Mili- 
tary Air Transport Service in Peace and War” which I would like 
to have placed in the record. 

(The report follows:) 
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INTRODUCTION 


This report answers the President's request (Appendix 1) for a study 
of the military role performed by the Military Air Transport Service (MATS) 
in peace and war, It sets forth a proposal for improving materially 
national airlift readiness. This proposal is based on investigations, 
analyses, and considerations of factors relating to the establishment and 
operation of MATS in its present form; the relationship of commercial 
carriers to the military airlift support operations, and, most importantly, 
the military requirement for maintaining a ready airlift force. 


The report is based on a comprehensive review and analysis of data 
pertinent to airlift requirements and operations of interest to the De- 
partment of Defense. It relies heavily on data made available to the 
Office of the Secretary of Defense by the various elements of the Depart- 
ment of Defense, including the Joint Chiefs of Staff. It takes into 
account Congressional views as well as views formally presented by the 
representatives of the air transportation industry of the United States. 


While recognizing that a sizeable amount of military airlift capa- 
bility ic: maintained outside of MATS, this report «ueals almost exclusively 
with MATS, its operations, its practices and its augmentation by commercial 
carriers. 


Considered in the report are the reasons for establishing MATS under 
the Single Manager concept. The ideal airlift situation from a military 
point of view is discussed as is the present operation of MATS. Because 
of its importance to the military role of MATS, the Civil Reserve Air 
Fleet (CRAF) program is also analyzed. 
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CONCLUS IONS 


Military Airlift Requirements. The size of MATS and the extent and 
nature of its operations are keyed to approved military wartime airlift 
requirements. These requirements break down into (1) critical or hard- 
corel/ requirements which because of their nature or the nature of the 

' mission to be supported must move in military operated aircraft, and (2) 
other essential or civil eligible requirements which can move in either 
military or civil operated aircraft. 


‘Hard-core requirements are applicable in general war situations as 
well as situations short of general war. Satisfaction of hard-core re- 
quirements (general or limited war) is vital to the successful implemen- 
tation of military strategy. Therefore, MATS must possess adequate 
capability at all times to meet these requirements on an effective and 
timely basis. 


Commercial carriers do not now have adequate air cargo capability 
to accommodate those approved military airlift requirements which could 
move during emergencies in commercially operated transport aircraft ,© 


MATS - Present Size and Operations. MATS should consist of a 
modern military air transport nucleus (hard-core) capable of meeting 
effectively those airlift. requirements which by nature and timing must 
ve moved by military aircraft. Its present airlift capability is con- 
sidered quantitatively adequate to meet all planned (hard-core) require- 
ments, There are qualitative deficiencies In military airlift capability 
however which can be overcome only through modernization. This moderni- 
zation is essential and urgently required to (1) improve airlift effective- 
ness, and (2) reduce the cost of operation of the MATS portion of the 
total required airlift. 


In order to maintain a proper state of readiness, the MATS over-all 
system, including the functions of loading, unloading and maintenance, 
must be exercised at an appropriate rate. It is in the national interest 
to use productively the airlift necessarily generated in maintaining a 
ready D-Day airlift force. MATS now has to plan to meet sizeable volumes 


17 Airlift requirements which must move in military aircraft, manned 

™~ and operated by military crews because of special military con- 
siderations, security, or because of limiting physical characteristics 
such as size or dangerous properties. Included in this category are 
special military deployments involving nuclear retaliatory forces, 
the SAC post strike recovery mission, tactical deployments, movement 
of missiles, special munitions, etc, 


2/ These are the so-called "civil eligible" requirements. 
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of military airlift requirements which are beyond the present capability 
of commercial carriers. However, as commercial carriers equip with 
modern long-range economical cargo aircraft, the situation will change 
and adjustment in the size of MATS can and should be made insofar as the 
increased civil lift can be available with certainty to meet emergency 
pilitary requirements that can be handled by civil aircraft. The savings 
from such adjustments and reductions in commercial rates made possible by 
modern economical cargo aircraft should largely offset any additional 
cost that may be involved initially in making progressively greater use 
of commercial carriers for the movement of routine logistical supply. 


Military Readiness. Existing deficiencies in cargo airlift capa- 
pility adversely affect military readiness. There is not sufficient 


comercial cargo capability to accommodate the military wartime traffic 
which could otherwise move in commercial aircraft. The quantitative 
deficits in commercial capability to meet wartime needs are such that 
the continuity of the overseas pipeline cannot be assured in cases of 
emergency and forces whose operations are geared to airlift support may 
pe deprived of airlift at a time of urgent need. To the degree practi- 
cable, therefore, regular resupply service and routine personnel move- 
ments should be to an increasing degree contracted to commercial 
carriers to encourage the buildup of commercial cargo capability. 


MATS Versus Commercial Airlift Utilization. The MATS versus com- 
mercial airlift utilization disagreement stems from adherence to normal 
procurement policies and practices in obtaining commercial augmentation 
airlift, as well as MATS operations over routes parallel to those of 
comercial carriers. This problem involves CAB policy and small business 
considerations as well as Defense Department procurement policies. 


Civil Reserve Air Fleet (CRAF). The CRAF program has been rapidly 
maturing during the past 15 months and it appears that the basic ground- 
work has been done and more rapid progress is now assured. Major short- 
comings remain, however, in that no provision is made for partial 


mobilization or use in conditions short of general war and some of the 
aircraft are not yet modified to CRAF standards. 


Orientation of MATS. MATS should withdraw from routine channel oper- 
ations to the extent that this function can be performed effectively and 
at reasonable cost by commercial carriers without detriment to the hard- 
core mission or unnecessary duplication of expenditures for airlift ser- 
vice, MATS is presently reducing its operations by the elimination of 
three C-97 squadrons during the coming year. Further reductions and 
adjustments in the size and operations of MATS should be tied to (1) 
approved hard-core requirements; (2) a program for the replacement of 
MATS present piston aircraft with modern turbine-powered aircraft; and 
(3) the guaranteed availability at reasonable rates of modern, economical, 
long-range civil cargo aircraft to support defense requirements. 
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Procurement of Commercial Augmentation Airlift. Current airlift pro- 


curement policies and practices are not accomplishing the desired results in 
promoting a healthy growth of United States overseas commercial cargo air- 
lift capability. With Congressional approval, if necessary, they should be 
better adapted to reflect the long-term interest of the Department of Defense 
in commercial airlift capability and provide the continuity and stability 
required for effective and economical support of military forces. 





Policies and practices should (1) encourage modernization and growth 
of commercial cargo capability; (2) insure uninterrupted commercial airlift 
service to the Department of Defense at all times; and (3) require that those 
carriers providing augmentation airlift provide on request during emergencies 
a fixed percentage increase in airlift capability over their normal commitment 
to MATS. 
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PRESIDENTIALLY APPROVED COURSES OF actron2/ 


1, That MATS be equipped and operated in peacetime to insure its capability 
to meet approved military hard-core2/ requirements in a general war and 
in situations short of general war, and such other military requirements 
as cannot be met adequately by commercial carriers3/ on an effective and 
timely basis. 


2, That the modernization of MATS hard-core military airlift capability be 
undertaken in an orderly manner consistent with other military require- 
ments and in keeping with the objectives of paragraph 1 above. 


3, That MATS routine channel traffic (regularly scheduled, fixed routes) 
operations be reduced on an orderly basis, consistent with assured 
commercial airlift capability at reasonable cost, and consistent with 
economical and efficient use, including realistic training, of the MATS 
capacity resulting from the provisions of paragraph 1 above. 


4, That as commercial carriers make available modern, economical long-range 
cargo aircraft and as further orientation of MATS to the hard-core 
function is effected, increased use should be made of the services of 
such commercial carriers. 


5, That, with respect to services overseas and to foreign countries, 
commercial augmentation airlift procurement policies and practices be 
better adapted to the long-range Department of Defense requirements, 
s0 as to encourage and assist in sound economic growth, development, 
and maintenance of an increased air cargo capability; that there be 
explored the feasibility of: 


(1) Expanding the provisions of paragraph 3 above to apply to other 
MATS operations in addition to routine channel traffic; 


1] Resulting from the report of the Department of Defense to the President. 


2/ Airlift requirements which must move in military aircraft, manned and 
operated by military crews because of special military considerations, 
security, or because of limiting physical characteristics such as size 
or dangerous properties. Included in this category are special mili- 
tary deployments involving nuclear retaliatory forces, the SAC post 
strike recovery mission, tactical deployments, movement of missiles, 
special munitions, etc. 


3/ Wherever used herein, "commercial carriers" means U.S.-owned commercial 
carriers, 
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(2) (a) Procuring commercial cargo airlift only from air carriers, 
as defined in Section 101 (3) of the Federal Aviation Act 
of 1958, and increasing the amount of such airlift obtained 
at tariff rates filed with the Civil Aeronautics Board as 
distinguished from airlift obtained through the practice of 
advertising for bids, 


(>) Requiring that all cargo carried by commercial carriers be 
so moved; 


(3) Entering into longer term contracts for MATS traffic; and 


(4) Giving preference in the movement of MATS traffic to those 
commercial carriers: 


(a) Who are effectively comm2tted to the Civil Reserve Air 
Fleet (CRAF) program; 


(b) Whose facilities and equipment are most advantageous to the 
emergency needs of the Department of Defense; or 


(c) Who are demonstrating a willingness and ability to acquire 
uncompromised cargo aircraft; 


and that legislation be sought if necessary to permit accomplishment 
of any of the foregoing considered desirable, 


That since the development of long-range, economical turbine-powered 
cargo aircraft is essential to MATS modernization and to long-range 
evolution of a modern civil cargo fleet, suitable arrangements should 
be made for Defense and industry participation in the costs of such 
development, 


That purchase loan guarantee legisiation, if proposed, contain pro- 
visions to insure the immediate availability of cargo aircraft covered 
thereby to meet military and mobilization requirements. 


That consideration be given to equipping certain Air Force Reserve and 
Air National Guard units with transport aircraft that might be avail- 
able from MATS excesses as sugnentation forces for MATS in time of 
emergency. 


That the role of CRAF be re-examined with the objective of insuring 
optimum effectiveness and responsiveness of commercial airlift services 
to the Department of Defense under all conditions. 


es 
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MILITARY AIR TRANSPORT SERVICE (MATS) 
Single Manager Operating Agency for Airlift Service 


A. ESTABLISHMENT: The Secretary of Defense issued a directivel/ 
to establish airlift services under the Single Manager concept. This 
directive in its statement of purpose and objectives (Appendix 2) and 
again in its statement of general functions (Appendix 3) pointed to the 
fact that commercial airlift service is to be used to augment the 
airlift capacity of the agency (MATS) as required in peacetime on a 
pasis which will contribute to the sound economic development of an 
increased modern commercial airlift capacity and enhance the ability of 
commercial carriers to operate with maximum effectiveness in support of 
the military forces in time of war. This directive also points to the 
fact that the capability of commercial carriers is to be considered in 
determining the level of military airlift capability required. 


An important factor in the decision to establish airlift under the 
Single Manager concept was its diffusion within the military departments 
and the reliance placed by the servic in wartime on a single source -- 
the old MATS -- for airlift service.2/ MATS -- Single Manager Operating 
Agency for Airlift Service -- was created in an effort to bolster air- 
lift readiness and improve the effectiveness and over-all economy of air- 
lift support provided to the Armed Forces. Today the bulk of the long- 
range, strategic military airlift capability resides in MATS. However, 


as can be seen from Appendix 4, there is considerable airlift capability 
maintained within the militery services outside of MATS. 


Reference to the total number of aircraft assigned to MATS, as is 
often the case when MATS is being pictured as the “world's largest 
airline," is misleading. Of the 1,245 aircraft assigned to MATS, only 
511 are in the common user or strategic airlift fleet. The majority 
of the remainder are not even transport configured, but rather are con- 


verted bombers, fighters, amphibians which are required in the mission 
of the MATS technical services, 


B. MISSION: Im creating the Single Manager for Airlift Service, 
one of the principal functions assigned to the Secretary of the Air 
Force and, in turn, to MATS was that of maintaining and operating a 
military airlift service system designed to maintain an adequate emer- 
gency readiness position and carry out realistic training programs. 
This function is the key to the MATS mission of providing airlift ser- 
vice as required to the Department of Defense under all conditions. 


1] DO Directive 5160.2, December 7, 1956. 


2/ The Army was 100% dependent on MATS for airlift; the Navy, 64%; the 
Air Force, 87%. ("Single Manager Assignment for Airlift Service," 


Presentation by Raymond M. Kenney, Jr., OASD (S&L) before The Armed 
Forces Policy Council, September 18, 1956.) 
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The military airlift capability maintained within MATS under the 
Single Manager concept was intended to insure that the app-oved D-Day 
and wartime airlift requirements of the Department of Defense are met. 
Further, it directs the development of an expanded mobilization base 
through the maximum feasible use of commercial airlift consistent with 
military requirements and the efficient employment of Department of 
Defense resources. ‘The military must be prepared to meet other essential 
military requirements which are beyond the capability of commercial carriers, 


A review of airlift requirements and capabilities data along with 
recent experiences in Lebanon and Formosa indicate that the purposes and 
objectives of the Single Manager Assignment for Airlift Service are still 
valid and should remain unchanged. The hard-core airiift mission should 
be of greatest concern to the Department of Defense as it is the key to 
the succeseful execution of military plans which depend on airlift for 
the movement of personnel and materiel. The demands of the hard-core 
mission in terms of responsiveness, risks, and training are far beyond 
those that could reasonably be imposed on commercial carriers. 


Because of the overriding importance of meeting hard-core require- 
ments on an effective and timely basis and the need for instantaneous 
response, military airlift forces should participate in non-hard-core 
missions only when the commercial airlift capability is inadequate or unavail. 
able or when dictated by overriding economic considerations. The hard-core 
or nucleus airlift force should, to the maximum feasible extent, be poised 
and ready at all times. 


C. COMPOSITION: It was intended initially that airlift functions 
only be included in the MATS organizational structure. The non-airlift 
activities1/ now assigned to MATS reside there as a matter of administra- 
tive convenience only and not because they are an integral element of 
airlift. Their assignment to MATS results in erroneous public impressions 
as to the size and operation of the Single Manager Operating Agency for 
Airlift Service. These non-airlift service functions are primarily in 
support of Air Force activities and the additional command responsibilities 
imposed upon the Executive Director, MATS, may reduce his effectiveness 
over the airlift service function. Since their organizational relationship 
to airlift may be having a deleterious effect, it would seem that a review 
of this situation by the Air Force is in order. 


The transport aircraft now in MATS represent the bulk of the mili- 
tary airlift available to support the military departwents on a common 
user basis. It is this canability, when augmented by commercial capacity 
in time of war, on which the military services depeuc for the bulk of the 
airlift service they require. 


i/ Airways and Air Communications Service (AACS); Air Weather Service 
(AWS); Air Photographic and Charting Service (APCS); Air Rescue 
Service (ARS); Iceland Air Defense Force (IADF); and the 1405th Air 
Base Wing. 
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IT 


AIRLIFT FOR THE HARD-CORE MISSION 
Capability, Operation, Assignment, and Augmentation 


The ideal airlift situation, from a purely military point of view, 
would be to maintain at all times within the Armed Forces the total capa- 
bility to meet wartime requirements. This would obviously be wasteful 
for the national economy, particularly in view of the capability repre- 
sented by the commercial carriers of the United States and their willing- 
ness to make such capability available to the Department of Defense. 


In the context of the philosophy of maintaining within the Armed 
Forces only the resources or capability essential to the effective imple- 
mentation of military strategy, MATS ideally should perform only the 
"hard-core mission” leaving to the commercial carriers the job of pro- 
viding airlift for routine logistic supply and normal personnel movements 
in conformance with criteria prescribed by the Department of Defense. 
This is a realistic delineation between military and commercial carriers 
for programming purposes. However, for peacetime operations economic 
considerations will dictate some adjustment. 


A. CAPABILITY: The amount of airlift capability required to be 
maintained in peacetime within the military services has long been in 
dispute. Part of the dispute stems from differences of opinion as to 


what is required, and part arises from the lack of clear definition of 
the role of military airlift. 


Hard-core requirements for general or limited war can be calculated 
ona "sortie" basis. Therefore, determinations as to the amount of air- 
lift capability to be maintained can be made with reasonable accuracy. 
This same accuracy is not possible under present MATS concepts wherein 
requirements and capabilities are expressed in terms of ton and passenger 


miles and are based to a large extent on "factors" rather than specific 
detailed plans. 


The hard-core airlift mission usually has to be conducted on a 
precision basis. In general war, it involves retaliatory forces to a 
large extent. The necessity for meeting these requirements on an effective 
and timely basis is unquestioned. However, it appears unrealistic to plan 
to meet these hard-core requirements in general war on the basis of fitting 
them into regularly scheduled airline type operations. For limited war 
situations, the fact that MATS is engaged in some channel traffic opera- 
tions is beneficial because it provides additional flexibility. However, 
if the primary emphasis is on channel operations as it is now, there 
could be disruptions in the case of emergencies in normal scheduled opera- 
tions which military services depend on for regular logistic support. The 


severity of such disruptions would depend on the nature and extent of the 
emergency. 
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B. OPERATION: The peacetime operation of the hard-core airlift 
capability should be consistent with the required wartime operation. It 
should, therefore, be limited largely to training and support directly 
related to hard-core mission. Ideally, it should be used only: (1) to 
deploy initial elements of strategic and tactical units in emergency; 
(2) to move such other traffic which because of its size, nature or 
characteristics requires military airlift; and (3) to maintain the pro- 
ficiency essential to precision implementation of emergency plans. In 
short, the military airlift must be ready to respond to both limited 
and general war emergencies with maximum effectiveness and timeliness. 


C. ASSIGNMENT: The optimum assignment of military airlift capa- 
bility from a user point of view would provide each bona fide military 
claimant for airlift with a precise amount and mix of airlift capability 
necessary to meet his requirements on the desired basis. Thus, each 
Claimant would be able to plan on a specific amount of lift without fear 
of having it diverted from other tasks. However, this would preclude 
effective distribution and assignment of capability in actual war emer- 
gencies because of the diffusion of control that would result. More 
important, however, over-all force mobility would be drastically reduced, 
The Single Manager for Airlift Service was established as a means of 
of assuring adequate flexibility and mobility. 


D. AUGMENTATION: Because of the nature of the hard-core require- 
ments, it is desirable that augmentation of the hard-core airlift capa- 
bility come from within the Department of Defense. Air Force Reserve 
and Air National Guard units equipped with transport aircraft could 


serve beneficially in providing primary backup for the active military 
airlift force. 


The use of these units as "augmentation" for the hard-core military 
airlift force would offer several advantages; namely, (1) commercial 
carriers would need to perform only a logistical support role; (2) a 
transport role for the Air National Guard and Reserves would appear 
realistic; (3) aircraft equipment problems now associated with these 
units could be resolvéd quickly and with optimum economy through the 
use of aircraft made available by MATS; and (4) in addition to these 
direct advantages, the use of the Air Reserve and Air National Guard 
as augmenting airlift forces would contribute to the stability of 


airlift operations outside of MATS as well as the role of commercial 
carriers. 


10 
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III 


MILITARY AIR TRANSPORT SERVICE 
Current Organization, Operations, Capability, Commercial 
Augmentation Airlift, and Growth 


A. ORGANIZATION: The MATS airlift function as indicated in Appendix 
§ is currently organized on a regional basis with the transport Air Forces 
baving responsibilities for operations in particular areas. There is no 
distinction organizationally between the airlift roles of MATS, direct or 
indirect support of combat forces, hard-core or routine logistical airlift. 


B. OPERATIONS: The operations of MATS in peace as well as war are 
oriented primarily toward scheduled, fixed route, airline type operations. 
Under present MATS operating concepts, disruption of the overseas logistic 
pipeline occurs whenever and to the extent military airlift capability is 
withdrawn from channel operations. The adverse effect on the readiness of 
forces dependent on airlift for support and from whom capability may be 
withdrawn is obvious and will vary depending on the extent of diversion. 


As a result of the deployment of the Tactical Air Command Composite 
Strike Force to Formosa last year, MATS had to call upon the transport 
fee of the Strategic Air Command, Tactical Air Command, and the Air 
Materiel Command for assistance in maintaining the overseas logistic pipe- 
line. In spite of this and the fact that the deployment of the TAC unit 
was & relatively small operation, a fifteen-day backlog of priority traffic 
generated at one of the major U. S. aerial ports of embarkation.1/ The 
fact that it is necessary for MATS to seek additional capability from other 
military airlift forces points to the need for ascertaining the desirability 
of further integrating military airlift capability. 


The current airline-type operation conducted by MATS, aside from its 
direct military implications, is the genesis of the bulk of the criticism 
aimed at military airlift operations. Much of the criticism is self-serving 
but, to an ever increasing extent, it represents the concern of Congress 
and others over the need for airlift readiness and the operation by the 
government in areas which might be served by private enterprise, 


The feeling against the MATS airline-type of operation has become so 
strong of late as to constitute an effective block against the moderni- 
zation of military airlift capability. The Congress refused to appropriate 
funds requested in the Air Force budget for Fiscal Year 1960 for the 


to the Secretary of Defense from the Secretary of the Air Force, 
Subject: “Airlift,” dated April 14, 1959. 
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procurement of jet cargo aircraft .1/ The following extract from the 
Congressional Record indicates, however, that opposition to MATS nioderni. 
zation can be overcome: "If the Department of Defense will present a 
comprehensive plan for a modern military air transport program, and will 
give some concrete evidence of their stated intention to get MATS out of 
the airline business, I am confident that they will find strong support 
in the Congress ."2/ This modernization obviously is not only desirable 
but necessary if the Department of Defense is to have the capability 
necessary to provide effective airlift support to the Armed Forces under 
all conditions. 





The continuance of the MATS present type of operation will strengthen 
the objections to MATS and the modernization of military airlift. If 
continued, it could prevent the transfer to combat forces of sizeable man. 
power and financial resources now used by MATS which could otherwise be 
effected. 


C. CAPABILITY: In the case of a limited war, there are a number | 
of contingencies which could have significant requirements. It is in- 
feasible to select any one situation to the exclusion of the other situ- | 
ation of equal validity in establishing requirements. To do so would 
deny flexibility in logistical planning. Therefore, a median for the 
extreme situation which can be conceived was selected as a basis for 
analyzing the adequacy of airlift for limited war situations, .Thisiis 
@ reasonable basis for planning, and the airlift needs resulting there. 
from require an airlift capability of significant magnitude. 


The airlift capability now assigned to MATS (Appendix 6) is 
adequate to meet the hard-core requirements of general war and hypo- 
thetical hard-core requirements for limited war (Appendix 7). 


MATS now has additional capability over and above that required 
for the hard-core mission (See Appendices 6 and 7). This capability 
is applied against that part of the over-all military airlift require- 
ment which could be moved by commercial carriers but for which such 
carriers do not now have the required capability .3, There are sub- 
stantial airlift deficits in the commercial carrier capability of 
civil eligible requirements in both general and limited wars insofar 
as civil eligible cargo traffic is concerned, 


‘I/ Senate Report No. 475 and House Report No. 408, 86th Congress, 
ist Session. 


2/ Congressional Record, Tuesday, August 25, 1959, Remarks of 
Senator A. S. Mike Monroney. 


3/ This is the so-called "civil eligible” requirement which can move 
in either military or commercially operated aircraft. 
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For the critical period of a wartime situation, hard-core airlift re- 
quirements calculated on a sortie or one trip per aircraft basis would 
require a significant portion of the aircraft presently operated by MATS. 


In analyzing the adequacy of transportation capability for overseas 
movements during emergencies, care must be exercised to assure that in 
developing requirements data consideration is given to the availability 
of both ocean and air transport capability and that an appropriate balance, 
consistent with national interest, is maintained. 


While the MATS airlift capability is quantitatively adequate for 
hard-core requirements (See Appendices 6 and 7), it is seriously defi- 
cient quality-wise and greatly dependent on the availability of inter- 
mediate island bases. The C-133 is the only modern transport aircraft 
in MATS. The remainder are powered by reciprocating engines. As cargo 
carriers, they are seriously limited in terms of range and payload. 

The workhorse of the military fleet, the C-124, is rapidly approaching 
obsolescence and a critical engine supply situation. While MATS present 
aircraft would continue to have considerable airlift capability if denied 
island bases in the Atlantic, none would have a capability to overfly the 
Pacific Island bases with a payload (Appendix 8). This latter is an 
extreme requirement which can be fulfilled for cargo within the present 
state of the art only at the cost of considerable payload. 


Commercial cargo capability is extremely limited for emergency pur- 
poses and qualitatively inadequate. Even with all the cargo aircraft in 
the commercial industry capable of trans-ocean operations, commercial 
carriers can accommodate only a relative small percentage of the mili- 
tary traffic that can move in either military or commercial aircraft 
(Appendices 6 and 7). There are no aircraft in the commercial carrier 
industry which were originally designed as cargo carriers, All com- 
mercial cargo aircraft have the serious disadvantage of high floor and 
side door loading. For many types of military cargo, they are useless. 
None have the required payload range capabilities (Appendix 8). 


The over-all cargo airlift situation is serious and unless action 
is taken to modernize and expand the national cargo capability, both 
nilitary and commercial, effective airlift support cannot be assured 
the Armed Forces. Further, unless cargo capability is modernized and 
expanded, the Department of Defense and the nation will continue to be 
denied efficient and economical airlift service. 


While the need for modernizing military airlift capability to support 
the hard-core mission is widely recognized, there is, as mentioned earlier, 
strong opposition to any modernization of MATS operating in its present 
role. There is good reason to believe that this opposition would be with- 
drawn if MATS channel traffic operations were reduced and added emphasis 
placed on the hard-core mission. Thus, it appears such a reduction would 
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have public relations advantages as well as being militarily desirable. [ 
achieve optimum benefits, any plan for adjusting the size or operations of 
MATS must assure adequate and efficient military airlift capability for hard. 
core requirements, and, at the same time, give impetus to expansion and 
modernization of commercial cargo capability. Delay in formulating and 
announcing Department of Defense intentions in this regard will have an ad- 
verse effect on airlift readiness capability. 


D. COMMERCIAL AUGMENTATION AIRLIFT: There is a military requirement 
for commercial augmentation airlitt.1/ The amount of peacetime commercial 
augmentation airlift procured by MATS has been increasing. In Fiscal Year 
1954 the amount was $29.1 million. It was $56.7 million in Fiscal Year 1958, 
$70.4 million in Fiscal Year 1959, and will be higher in Fiscal Year 1960. 
These amounts represent only a portion, however, of DOD expenditures for 
commercial airlift service. In Fiscal Year 1959, including MATS commercial 
augmentation, the DOD spent over-all $231.6 million for commercial airlift 
service, 


To provide this augmentation which best serves Defense requirements 
and produces maximum over-all benefits, an effective arrangement between 
the Military Air Transport Service and the commercial carriers is required, 


Except for the Civil Reserve Air Fleet Plan, there is no joint plan 
for the participation of commercial carriers in the movement of MATS con- 
trolled traffic. Consequently, military traffic has little significance 
in the equipment programs of major carriers and is not having the impact 
that it could have on the growth and modernization of air cargo capability, 
Rather, it is now, probably more than any other factor, the real genesis 
of the present MATS controversy and, unless there are changes in present 
concepts, the basis for its continuance. 


Critics of MATS claim that (1) too little military traffic under the 
control of MATS moves via commercial carriers, and (2) continuance of 
present procurement methods will lead to destructive rate practices. In- 
stead of being used to perform certain specified airlift requirements, 
such as normal personnel movements or routine logistical support on a 
regular basis, commercial carriers are employed by MATS in peacetime to 
some degree to meet airlift requirements which are beyond the programmed 
military capability or which might result in uneconomic use of euch military 
capability. 


Normal procurement policies and practices do not accomplish the re- 
sults intended by the guidelines laid down by the Secretary of Defense 
for the augmentation of military airlift capability (See Appendix 3). 

In procuring commercial augmentation airlift, MATS uses advertised com- 
petitive bidding for the bulk of the traffic. Common carriage is used 
only when it results in an immediate price advantage to the Air Force or 


17 Statement of Honorable Perkins McGuire, ASD (S&L), before the Holifield 
Subcommittee of the House Committee on Government Operations. 
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when it is the only commercial means of movement available. Advertised 
bidding has, however, produced low cost air transportation. 


Distribution of traffic to commercial carriers is based primarily 
on cost factors. No preference is given because of a carrier's commit- 
ment to the Civil Reserve Air Fleet, because of his status or the route 
system he maintains, or because of the type of equipment operated. 
Ownership of aircraft, also, is not a prerequisite to participation in 
MATS traffic. 


As e consequence of these policies in procuring augmentation air- 
lift, rates bid by carriers have declined to what the Civil Aeronautics 
Board terms "dangerously low." There is concern in many quarters that 
a continuation of the present policies and practices will have disastrous 
economic effects insofar as the airline industry is concerned. This con- 
tention has been questioned, however, in view of the continued satisfactory 
service provided by most operators. 


Present purchasing practices provide little incentive for carriers 
to modernize or acquire additional cargo aircraft equipment based solely 
on military business, Despite this, however, a few carriers have recently 
ordered modern cargo equipment. Qualitative and quantitative deficiencies 
in commercial cargo capability, plus the opposition to modernization of 
military air cargo capability, have serious defense implications. Our 
total cargo airlift capability may decline dangerously at a time when we 
need more capability and more aircraft with greater range. In short, the 
Department of Defense is buying only "term insurance” airlift when "life 
insurance" airlift is what is needed to meet immediate service require- 
ments and provide the type of airlift capability desired for the future. 


Two reasons have been suggested as to why the Air Force continues 
its present airlift procurement practices. One possible reason is sug- 
gested by the Committee on Government Operations, House of Representatives, 
in House Report No. 1112, Military Air Transportation (page 23), when it 
stated as follows: "The possibility cannot be ignored that MATS encourages 
such operations, not only to secure bargain rates for the government, but 
to prevent the civil air industry from effectively challenging its place in 
the sun," The other reason given is the difficulty in distributing business 
if other than advertised competitive bidding were used, and the requirement 
of law that advertised bidding must be used wherever possible. The second 
reason is substantial and may require legislation to change. 


While there are indications that commercial carriers are willing and 
able to undertake some modernization of their cargo fleets based solely 
on the commercial market, there is a belief widely held within the govern- 
ment that a diversion of sizeable quantities of government traffic would 
greatly accelerate this modernization and expansion, There are important 
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reasons, however, against effecting further traffic diversion from MATS 
until after commercial air carriers actually acquire modern cargo aircraft, 
Procurement of augmentation airlift on a basis which will encourage and 
assist the modernization and expansion of civil cargo airlift seems 
possible although it may require legislation. 


Because the Department of Defense is interested in developing a 
commercial airlift fleet well suited to defense needs, a major portion 
of routine logistic airlift should continue to be assigned in increasing 
degree to commercial carriers, subject to reasonable prices, availability 
in emergencies, and the assurance of modernization. The assurance of 
this government traffic, on a long-term predictable basis, would assist con- 
mercial air carriers in planning, financing, and implementing programs for ney 
aircraft of the type required for Department of Defense service. In this 
regard, the Civil Aeronautics Board has gone on record in stating that 
with the aid of Department of Defense traffic awarded to the carriers at 
fair and reasonable rates (underscoring added), the United States could 
expect a healthy commercial air transportation industry adequately equipped 
and fully willing to meet the requirements of the Defense Department in 
case of emergency.1 


E, GROWTH OF MATS: Increases in traffic movements and greater 
ability to produce airlift are good indicators of the growth of MATS. 
Tons of cargo transported by MATS during the period 1954-1959 grew from 
about 85 thousand tons to 185 thousand tons. Passengers during the same 
period increased from 489,000 to over a million. The military airlift 
capability maintained within MATS in the period 1954 to 1958 increased 
by a factor of almost two -- from 580 million ton miles to over one 
billion ton miles annually. 


The cost of providing airlift service increased from slightly under 
$200 million in 1954 to about $360 million in 1958, the last year MATS 
operated on a non-industrial fund basis. 


The growth in MATS ton-mile potential, despite a decrease in the 
number of assigned aircraft, has resulted from up-grading the MATS fleet. 
As an example of the effect of this modernization, the Commander of the 
Military Air Transport Service stated to the Air Force Association in 
Miami on September 5, 1959, that he had been able to retire five C-5hs 
for each C-133 placed in service. 


In order to keep from a situation where available military airlift 
far exceeded the peacetime requirement, the Air Force has limited MATS 


17 Hearings before a Subcommittee of the Committee on Government 


Operations, House of Representatives, 86th Congress, lst Session, 
Military Air Transportation, page 119. 
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ton-mile capability to the April 1959 level and reduced the flying hour 
objective from 6 to 5 hours per day per type of aircraft. This means 

that as more productive modern aircraft are brought into MATS, old air- 
craft will have to be retired and/or the utilization rate for all aircraft 
reduced. No increase in the MATS capability can be effected under present 
policies unless fully justified by military considerations. In fact only 
recently a decision has been made to further reduce the number of aircraft 
in the MATS inventory by phasing out three squadrons of C-97 type aircraft 
during FY 1960. 


While increasing military requirements have been a significant factor 
in the growth of MATS, the inability of commercial carriers to provide 
adequate air cargo capability in wartime has also been an important con- 
sideration. Even today, commercial carriers are unable to provide the 
wartime cargo capability to handle the traffic which does not require 
military airlift. Until there is an expansion in commercial air cargo 
capability up to the required level, it is appropriate that MATS be capable 
of making up any deficiency that may exist. 
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IV 


CIVIL RESERVE AIR FLEET 
(CRAF ) 


A. PLAN: The Civil Reserve Air Fleet Plan was formally adopted shortly 
after the outbreak of the Korean War, It was intended as a means of augment- 
ing the airlift capability of the military forces in time of war on an effec. 
tive and economical basis, The principle of augmenting military capability 
with airlift capability possessed by commercial carriers is sound and its 
implementation on a realistic basis is in the national interest. However, 
present CRAF planning is largely a reflection of World War II experience and, 
consequently, inadequate to cope with the wide variety of emergencies that 
might arise. 


CRAF planning, while originally calling for activation of the fleet only 
in general war situations, now envisages call-up of the fleet in situations 
short of general war. However, there is not general agreement between the 
airlines and the Government concerning the use of CRAF in other than general 
wer and, except for contractual arrangements, no means now of assuring response 
of CRAF in limited emergencies. Without major policy changes as to the use and 
procurement of commercial augmentation airlift, there is doubt that a workable 
and acceptable program for a limited war CRAF can be formulated, 


Carriers are reportedly reluctant to agree to a plan for activating CRAF 
in situations short of general war because of possible adverse effects on their 
competitive position within the industry. They can see no reason why they 
should voluntarily abandon their commercial markets for a military support 
role simply on the request of the Department of Defense when their services 
are not employed by the military in peacetime on a basis more consistent with 
their emergency role. 


B. AIRCRAFT: The paseenger aircraft in the Civil Reserve Air Fleet 
are the most modern available anywhere, They are adequate both qualitatively 
and quantitatively for the military passenger airlift requirements. However, 
commercial cargo capacity is inadequate to accommodate those military require- 
ments which could otherwise move in commercial aircraft, Present commercial 
cargo aircraft are severly limited in range and payload (See Appendix 8), 
Also at present, there are no aircraft in the commercial inventory which were 
designed specifically for cargo service, Of the cargo aircraft assigned to 
the CRAF, a high percentage are C-54s and would be worthless in the MATS role 
if island bases were denied. Thus, the availability of new long-range cargo 
aircraft is a matter of great importance, 


C. RESPONSIVENESS: There is no express legislative basis for the CRAF 
or for the activation of the fleet as required. The entire program is there- 
fore largely a cooperative matter between the airline industry and the 
Air Force, dependent upon contractual arrangements between the parties 
involved. 
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Despite the length of time the CRAF program has been in effect, the 
dependence of the Department of Defense on CRAF and the several millions 
of dollars of government funds that have been spent on the program, there 
are only two carriers who have signed standby contracts with the Air Force. 
However, the basic groundwork has been done and more rapid progress is now 
assured. In addition to this fact, a sizeable number of the cargo aircraft 
currently in CRAF are not modified and equipped so that they can perform 
their wartime mission. 


The lack of contracts and the status of the cargo fleet give rise 
to serious doubts insofar as CRAF responsiveness is concerned. Further, 
there is no feasible and economic means of testing the responsiveness 
at this time. Thus, in the very early and critical stages of a general 
war, it appears unwise for the Armed Forces to count on any commercial air 
support beyond that already handling military traffic when the war began, 
Recognizing this, and remembering that the CRAF Plan does not provide for 
activation of the fleet in situations short of general war, it seems fair 
to say that at present CRAF is not a readily available resource in all 
situations. 


D. ALTERNATIVE: If commercial carriers were used in peacetime in 
approximately the same percentage ratio that would be required in war- 
time, as suggested by the Air Staff,1/ there would be a substantial 
"huilt in" reserve cargo airfleet available to the military in any type 
of emergency. ‘This would greatly reduce the dependence on CRAF as now 
constituted and increase the flexibility of military airlift forces. 

It would permit the development of a realistic plan for the employment 
of that commercial capability not otherwise committed to military support 
in either military or civil defense support if required. 


Also, it would permit the channeling of funds now spent on CRAF 
into other essential areas and reduce the requirement on the Air Force 
for the maintenance of enroute supplies and support. 


V Memo for the Secretary of the Air Force from Vice Chief of Staff, USAF, 
Subject: "Airlift," dated April 2, 1959. 
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Vv 


MILITARY AND COMMERCIAL AIRLIFT 
A Solution to Present Controversy 


It is generally agreed that both military and commercial airlift are 
essential to national defense, and there should, therefore, be an effective 
understanding between the two. There are sharp differences betweeen sup- 
porters of MATS present operations and the commercial carrier industry, 
Because of these differences, needed modernization and expansion of national 
air cargo capability is not being effected to the extent considered necessary, 
As previously mentioned, the modernization of military airlift is being 
blocked, It is definitely in the national interest that this impasse be 
overcome. 


Policies should be established which clearly outline the role of MATS, 
as well as that of commercial carriers, in providing airlift service to 
support the Armed Forces under all conditions, 


These should have as their objective the: 


(1) Equipment and operation of MATS in peacetime to insure its 
capability to meet military hard-core requirements in a 
general war and in situations short of general war, and 
such other military requirements as cannot be met with 
certainty by commercial carriers. 


(2) Reduction of MATS routine channel traffic operations, on 
an orderly basis consistent with assured commercial airlift 
capability and economical peacetime use of any MATS capacity 
resulting from necessary training or other operations related 
to its hard-core requirement. 


(3) Increased use of commercial carriers for routine logistic 
supply and personnel movements as determined by item (2). 


(4) Modernization of MATS cargo airlift capability to effectively 
support the hard-core airlift mission. 


(5) Participation in and support of the DOD of governmental 
programs for the development of long-range, economical 
turbine-powered cargo aircraft for military and civil 
application. 


(6) Support by the DOD of legislation, if proposed, for the 


guarantee of loans for the purchase of modern, newly- 
developed cargo aircraft by commercial carriers. 
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Better adaptation of commercial augmentation airlift procure- 
ment-polictes and practices to the long-range DOD requirement 
for effective overseas commercial airlift service so as to 
encourage and assist in sound economic growth, development, 

and maintenance of an increased commercial air cargo capability. 
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THE FOLLOWING APPENDICES ARE CLASSIFIED AND ARE 
HANDLED SEPARATELY FROM THIS REPORT: 


Appendix & - SECRET 

Appendix 6 - TOP SECRET 
Appendix 7 - TOP SECRET 
Appendix 8 
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THE WHITE HOUSE 


WASHINGTON 


July 23, 1958 


MEMORANDUM FOR 


THE SECRETARY OF DEFENSE 


In connection with our previous discussion of the study you are 
to make of the military role performed by MATS in peace and 

war, I am looking forward to having your report of your find- 

ings as soon as practicable. 


While reviewing areas where MATS may be performing trans- 
portation roles in duplication of commercial enterprises, you 
will also need, I am sure, to see that careful consideration is 
given to the requirement of the Military Establishment to retain 
or augment its worldwide combat mobility, with due regard to 
the attendant necessity for realistic training on a continuous 
basis, as well as the economical use in peacetime of airlift 
necessarily generated by a ready D-day force, 
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PURPOSES AND OBJECTIVES FOR THE SINGLE MANAGER 
ASSIGNMENT FOR AIRLIFT SERVICE 


To ensure that the approved D-Day and wartime airlift require. 
ments of the Department of Defense are met. 


To provide that level of military eirlift capability and 
organizational strutture required for a. above having due 
regard for the commercial airlift available. 


To integrate into a single military agency of the Department 
of Defense ali transport type aircraft engaged in scheduled 
point-to~poiimt service or aircraft whose operations are 
susceptible of such scheduling, and such organizational and 
other tramuport aircraft as may be specifically designated 
by the Secretary of Defense. 


To provide the most effective and economical airlift service 
to support the Armed Forces under all conditions consistent 
with references (a)1/ and (b)2/, military requirements, and 
the airlift service available to the Department of Defense | 
from U. 8S. commercial air carriers, 


To develop and guide the peacetime employment of airlift 

services in a manner that will enhance the wartime airlift | 
capability, achieve greater flexibility ani mobility of 
forces, and increase logistic effectiveness and economy. 


ctive aU, ic Regulations for Military Supply 
System, dtd January 5, 1957. 


DOD Directive 5160. 12, Policies for Implementation of 
Single Manager Assignments, ata Jamary 31, 1956. 
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GOVERNMENT COMMENTS 
REGARDING MATS AND CIVIL AIR CARRIERS 


The following indicate some of the general feelings within the govern- 
ment concerning MATS and civil air carrier capability. 


Air Coordinating Committee - 1954 


The Air Coordinating Committee, comprised of government representa- 
tives from civil and military (Assistant Secretaries of Army, Navy, and 
air Force) agencies, by direction of President Eisenhower, conducted a 
detailed review of Federal air transportation policy. ‘The committee sub- 
pitted its report to the President im May 1954. ‘The report emphasized the 

e of a sound air transportation system to the economic life and 
the national security of the country. It stated in part: 


) "Civilian air transportation is equally vital to our military 
capabilities. Its organization, its skilled personnel, its 
aircraft and supporting facilities all are ready to provide 
essential logistic support to our combat forces and to main- 
tain the high-speed transport required by a wartime industrial 
effort. More than 300 of its most efficient aircraft have 
been earmarked and modified for immediate worldwide military 
use if the need arises." * * * : 


"In determining the extent to which civil air transportation 
will be used in meeting military peacetime and wartime airlift 
requirements, the Department of Defense should continue its 
policy not to engage in competition with private industry, 

and to support the expansion of the nation's civil airlift 
capability on an economically sound basis." * * * 


"The Government should, to the greatest extent practicable, 
adjust its use of air transportation so as to use existing 
unutilized capacity of United States air carriers." * * * 


| Hoover Commission Report - 1955 


The Commission on Organization of the Executive Branch of the govern- 
nent in its report on transportation to the Congress stated: 


"* * * We do not have the resources to maintain within the 
Military Establishment in time of peace all the transport 
planes and personnel which would be needed in time of war. 
The commercial airlines with their bases, equipment, and 
personnel constitute an air transport reserve for war. 


"They should be encouraged to expand. To that end commercial- 


type air traffic for the Military Establishment should be 
assigned to the commercial airlines wherever possible." 


1 Appendix 9 
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It recommended in this regard: 


“* # # That the peacetime operations of the integrated 

Military Air Transport Service be restricted and realisti- 

cally limited to persons and cargo carefully evaluated as 

to necessity for military air transportation and, only after 
commercial carriers have been utilized to the maximum possible 

extent, should transportation on Service carriers be authorized." * # + 


Comptroller General's rt - 1 


The Comptroller General's audit report of the Civil Aeronautics Board 
which was submitted to Congress in October 1955 considered the problem of 
use of Military Air Transportation vs. U. S. Civil Air Carriers and recon- 
mended; 


"*% % *® We believe it important that the Congress direct the 
Department of Defense to transfer, wherever possible, military 
mail, cargo, and passengers to United States certificated air 
carriers. As stated in the Commission's report, prompt action 

by the Department would result not only in a significant reduction 
in subsidy for international carriers, but also in the develop- 
ment of an economic self-sufficient civil airline system, thus 
providing a substantial reservoir of airlift to be available to 
meet mobilization emergencies.” * * * 


Civil Aeronautics Board Position - 1954-1958 


The Civil Aeronautics Board, as the regulatory agency for civil trans- 
portation, has been confronted frequently by carriers protesting the impact 
of military employment of military air transport resources to move freight 
and passengers in peacetime. The Board concurred in the Comptroller 
General's report cited above. In its 1958 Legislative Program, CAB pro- 
posed an amendment to the Civil Aeronautics Act which stated: 


* * * "In meeting the requirements of the Government for trans- 
portation by air, preferential consideration should be given to 
utilizing the facilities made available by air carriers willing, 
able, and authorized to provide such transportation. Accordingly, 
it is declared to be the policy of the Government that the Depart- 
ment of Defense and other agencies of the Government in arranging 
for such transportation should utilize the facilities of air 
carriers to the maximum extent consistent with economical 
operations." * * * 


House of Representatives Appropriations Committee Report - 1956 


This report noted the fact that the MATS operation was one of the 
most controversial activities of the Air Force, due in some measure to its 
alleged competitive position in relation to civil air carriers. The report 
commenting on the operating position of MATS, viz a viz, the Civil Air 
Carriers, stated: 
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* # * "the committee recognizes the strategic importance and 
necessity of a strong MATS type of operation. At the same 
time, the committee notes that it is apparent that commercial 
air facilities, including scheduled and non-scheduled air- 
lines, are an essential part of the over-all mobilization 
transport strength of the United States, and as it has been 
stated by Air Force representatives, will provide a major 
part of the ability of the nation to meet the huge demands 
for transport in the event of a sudden war emergency. 


"Because of the significant role that the Military Air 
Transport Service plays in our mobilization, the committee 
does not desire to set an arbitrary limit on the size of 

the MATS operation. However, it is the opinion of the 
committee that the Air Force should give attention to 
handling ite air transport business in such a way as to 
assist in keeping the non-scheduled and other airlines in 

@ reasonably sound financial and operating position. In 

this regard, President Eisenhower's Air Coordinating Committee 
1954 Report on Air Policy (page 17) had this to say: 


‘The Government should to the greatest extent practi- 
cable, adjust ite use of air transportation so as to 


use existing unutilized capacity of United States air 
carriers.' * * # 


House of Representatives Interstate and Foreign Commerce Committee Report - 


This committee indicated concern at the considerable expansion in the 
Military Air Transport fleet and noted the concern of groups interested in 
the sound development of commercial aviation. The report said: 


* * * "It was suggested that consideration should be given to 
joint planning by the CAB and the Department of Defense to: 
(1) make maximum use of the available capacity of the civil 
air carriers by the Department of Defense, and (b) plan the 
allocation of future Department of Defense traffic so as to 
encourage the civil air carriers to obtain additional aircraft 


which would be of great importance in case of a national 
emergency." 


"To develop further information on how the expansion of MATS 
affects civil aviation, the committee proposes to continue 

its study to get, among other data, the answers to two 
questions as follows: (1) Why cannot the civil reserve air 
fleet be computed by having the Department of Defense state 
the total requirement first, then have the civil air-transport 
industry determine, in consultation with the Department of 
Commerce, how much of this requirement it can meet, and then 
tailor the size of MATS to make up the difference? (2) Would 
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it be feasible for the Department of Defense to stimulate the 
development of new airlift capability by offering certain 
long-term contracts to industry, requiring procurement of 
specialized types of aircraft, on the basis of which the 
industry could finance and place orders for such equipment 2" 


Staff to House of resentatives Subcommittee on Defense riations 


' Qne of the reasons for this report was to determine the extent to which 
the military air transport operational requirements could be accommodated 
by civil systems. The staff report to the subcommittee stated: 


* * * “After considerable study, we are convinced that a sub- 
stantial amount of airlift capacity, as an integral part of 

the military is, in fact, a military necessity, particularly 

in view of our national lack of enthusiasm for universal mili- 
tary training. ‘So long as all men, such as flight crews, and 

all machines, such as airplanes, are not instantly convertible 
from civil status and functions to military status and functions; 
and so long as some of them are not prepositioned and ready hour 
by hour, the mobilization conversion period, if war should come, 
must be covered by an effective military shock force, in being 
and in place. We are also convinced of the need for military 
airlift capacity in order to have in being heavy cargo capabilities, 
particularly, and other special equipment, with men proficient in 
their use, especially since such items are not now commercially 
used in quantity. It seems clear that continuing technological 
advances; increasing speed, range, and mobility; ‘defense in depth! 
techniques; increasing specialization; and the like, all under the 
pressure of potential enemy competition for military power advan- 
tage, will inevitably force more, not less, importance upon 
instantaneously ready airlift as time goes on. Therefore, we 
believe it necessary that some substantial amount of military 
airlift capacity be maintained as part of the military, so long 
as, and to the extent that, wartime military needs cannot be 

met adequately by mobilization of normal civil airlift capacity. 


"If basic policy thus outlined is acceptable, the problem narrows 
to finding ways to measure and methods to balance the conflicting 
pressures of minimm-cost economy on one hand versus the maximm 
use of commercial facilities for military needs on the other hand, 
while maintaining military power for possible war." * * * 


Senate riations Committee Report - l 


In its report concerning Department of Defense appropriations for the 
Fiscal Year 1958, stated: 


* * ® "last year in the conference committee on the Defense 
appropriations bill the Senate joined with the House in stating 
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in a letter to the Secretary of Defense that the Government 
should, to the greatest extent practicable, adjust its use 
of air transportation so as to use existing unutilized capa- 
city of United States air carriers. This statement was based 
upon our position that maximum utilization by the Department 
of Defense of United States civil air carriers is essential 
poth in the promotion of our free enterprise economy and in 
the provision of the necessary ready reserve civil airlift 
for national defense; and that Government operations of its 
own air transport facilities should be limited to that 
essential to military security.” 


"The committee reaffirms its position of last year that 
the Department of Defense should utilize the services of 
commercial transportation, in preference to Government-owned 
transportation, to the fullest extent possible, when, upon 
using the same cost standards for both commercial and 
Government facilities, it is found to be more economical, 
and further, that in evaluating relative costs of trans- 
portation, the Department should recognize the specific 
monetary value of time saved as an important factor in the 
award of competitive bids in transportation." * * * 


"In summary we do not. feel that.sufficient effort has been 
made by the Department of Defense in the international and 
overseas field to ‘adjust its use of air transportation so 
as to use existing unutilized capacity of United States air 
carriers.'" 


“It is the wish of the committee, therefore, that within 
the 1958 appropriations for operations and maintenance and 
for military personnel the Defense Department reprogram 
expenditures for operating MATS and other Government-owned 
transport activities sufficiently to permit the funds so 
reprogrammed to be applied toward procuring the services 
of United States civil air carriers to meet as nearly as 
possible 40 percent of the passenger requirements and 20 
percent of the cargo requirements of the Military Air Transport 
Service." ° 


"The committee desires that a report be made by the first 
of Janvary 1958 which would indicate the progress made by the 
Department of Defense in implementing this directive." 


However, the report was supplemented by House Conferees by inclusion 
of the following statement which recognized in part, at least, the pro- 
curement responsibilities of the Department of Defense under existing 
procurement laws: 


* * * "The committee of conference emphasizes the importance 
of the Senate committee report on use of commercial carriers 
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and calls om the Department of Defense to carry out the full 
intent, However, it is realised that the procurement of 
commercial transportation must be made in accordauce with ’ 
existing laws." 


House of ‘tatives Goverument tions Committee - 1 


The Govermment Operations Committee conducted a comprehensive inves- 
tigation of the Military Air Transport Service and the commercial air 
transportation aspects of other transportation ani traffic management 
agencies within the Department of Defense. It found a definite need 
for military transport operations within the Department of Defense but 
took exception to the validity of its size and method of utilization, 
and the methods and procedures for procurement of commercial augmentation. 
The committee made 22 recommendations as a result of its investigation. 
The following four quoted recommendations are considered to be most 
pertinently related to the commercial competition aspects of the MATS 
problem: 


* * * "Recommendation No. 2. The Military Air Transport 
Service should concentrate on outsize ani special-cargo 
traffic and technical missions, leaving to the civil air 
carriers the primary responsibility for the transportation 
of passengers and the more conventional kinds of military 
cargo." ek 


. # * * "Recommendation No. 3. ‘The applicable military directives 
and regulations should be redrafted to eliminate the preferen- 
tial position of the Military Air Transport Service in peacetime 
military airlift and to establish, consistent with other recon- 
mendations in this report, a full partnership role for civil 
carriers in moving peacetime military traffic and in contri- 
buting to war readiness through the Civil Reserve Air Fleet." 


"Recommendation No. 4. In the event the applicable military 
directives and regulations are not redrafted to eliminate the 
preferential position of the Military Air Transport Service 
and an effective program is not developed for expanding the 
use of commercial air services, the Congress should adopt 
appropriate legislation to achieve these objectives." 


* * * "Recommendation No. 22. ‘The Secretary of Defense should 
give consideration to reorganizing the management and opera- 
ting functions of the various military agencies in the trans- 
portation field, so that traffic management for all forms of 
transportation, domestic and international, would be lodged 
in @ single agency and operating functions under central 
traffic management would be better integrated." 
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HONORABLE J. GLENN BEALL OF MARYLAND - CONGRESSIONAL RECORD - JUNE 3, 1959 
Insertion of an article from the Baltimore Sun by Albert Sehlstadt, Jr. 


MATS wants a healthy transport industry ... (to) depend on for support 
if war or serious emergency were to come. General Tunner says there isn't 
more business unless MATS were to fly empty while training at quadruple the 
present budget of a quarter billion dollars. General Tunner's solution is 
that the military move more people and things by air than presently done 
increasing commercial augmentation, saving initial procurement costs for a 
greater number of items in long pipeline. Americans can get full.value for 
their tax dollars spen€é en military transport if MATS and the airlines 
settle their differences and cooperate in the development of air transpor- 
tation to its fullest potential. 


MR, L. MENDEL RIVERS OF SOUTH CAROLINA - CONGRESSIONAL RECORD - JUNE 24, 1959 


The Hoover Report only brings to question whether military or civil 
capacity should have first consideration in assessment of our capability 
for defense. We need not only planes capable of intercontinental travel 
without island bases but to haul outsized cargo, have fast reaction time 
in speed, provide close support of combat troops and distribute supplies. 


Characteristic of misrepresentations are allegations as to the size 
of MATS by those who seek uses for their outmoded old-type planes some- 
times under the guise of the Small Business Law. 


SENATOR STROM THURMOND OF SOUTH CAROLINA - CONGRESSIONAL RECORD - JULY 

1959 (Extract from the Greenville, 8. C., News - "MATS Must Be Ready at All Times") 
SAC can mount a counter-attack almost instantly. STRAC can move the 

first elements of a combat-ready division in two hours and have a whole 

division ready in a few more hours. MATS could cancel all other comit- 

ments and move them. MATS keeps enough planes in reserve to start such a 

move but further action is questionable. MATS is being held back and 

eroded, It does not have enough of the most modern aircraft. Senator 

Thurmond focused light on this when he sought to persuade the Senate to 

cut back use of civilian lines and put the funds into MATS operations. 


In limited moves of personnel and equipment, it is feasible to use 
private lines but it is hard to mesh military and civil operations. When 
MATS is flying nearly empty to train, waste results. Representative Rivers 
revealed fly-by-night airlines are created by operators of obsolete planes 
solely to get military business. 


There are not enough C-12%'s, C-130's, or C-133's. Our civilian 
sir fleet is a nice thing to have in reserve, but their planes could not 
be converted to military use fast enough to meet sudden emergency. 


1 
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SENATOR STROM THURMOND - CONGRESSIONAL RECORD - AUGUST 11, 1959 


Extract from the Greenville News of Mr. Holmes Alexander's 
column, ' 


A daily flight over enemy territory from Frankfurt to Berlin is not 
accomplished by the newest planes but by the C47 or DC3. If there is a 
limited.war in Europe, we are going to need the biggest, best, swiftest 
and most reliable armada our industrial capacity can produce. Why are 
we on short rations for the military machine? Inter and transcontinental 
airlines are flying payloads in jets. MATS does not have a single jet 
transport except for very important persons in the government. 


MATS is a round the world system carrying missles, military passen- 
gers and cargo far more urgent than anything carried by big airlines, 
but vital military loads are being toted in hand-me-down aircraft which 
commercial airlines are discarding. There are only 24 prop jets in 
operation for missile supply missions. 


The government bolsters farm economy, provides subsidized housing, 
bids for good will with foreign aid -- these have made necessary a slow 
up of aircraft buying. Combat forces get preference, creating an anomaly 
of SAC and TAC flying two or three times faster than their support. 
Another reason why MATS is an obsolete airlift is petty and avaricious 
jealousy on the part of civil airlines toward MATS. 


Theoretically, if MATS were dissolved, commercial airlines would get 
more business. Actually, it would probably go by ship at the expense of 
delay. Federal budget and civil competition are the two main reasons our 
military airlift is lagging. 


REPRESENTATIVE L. MENDEL RIVERS OF SOUTH CAROLINA - AUGUST 17, 1959 
Extension of prior remarks. 


I wish to call to attention the pressure activities of the Air Trans- 
port Association and, in particular, a paper circulated by it to certain 
Congressmen and opposing $30 million for modernization of MATS contained 
in the Senate supplemental appropriations bill. The Air Transport Associ- 
ation must realize that development of modern cargo jet aircraft and 
suitable turbofan propulsion are of vital military necessity. 


From the Armed Forces Management magazine, an article by 
Bill Borklund is quoted: 


Bombed, badgered and besieged, the MATS enters the final round of a 
summer-long controversy over how much money it should be spending on civil 
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airlift and how much it should do itself. Critics sow misinformation. Like 
a recalcitrant bulldog, the commercial airlines, through their powerful 
association lobbyists, are leaning hard in Congress to get them a bigger 
share of the large MATS business in spite of MATS boss, Lt. General Tunner's 
statement that there is no more business unless MATS flies its aircraft 
empty. 


REPRESENTATIVE L. MENDEL RIVERS OF SOUTH CAROLINA - CONGRESSIONAL RECORD - 
Lae... btu: ont etme om ae 


AUGUST 10, 1929 


I want Congress to know that the mission of MATS is to support SAC, 
the fighting men and women of this country, and the Armed Forces of the 
free world. The mission of the ATA is to destroy MATS in its capacity to 
fulfill its wartime mission. I leave it to the nation whether MATS is to 
serve the ration or whether ATA places the dollar before the security of 
the nation. 


HOUSE OF REPRESENTATIVES SUPPLEMENTAL APPROPRIATION BILL, 1 {Published 


T 15, 1959 


It is suggested that any step which weakens, or tends to weaken, the 
Military Air Transport Service would be a serious matter. MATS has an 
important national defense function and must be preserved. It must be 
modernized, and its costs of operation reduced to a minimum through 
efficient and economical operation. To be caught in a national emergency 
without a working unit of MATS would be like not having guns or planes or 
ammunition under the same circumstances. 


REPRESENTATIVE MELVIN PRICE OF ILLINOIS - CONGRESSIONAL RECORD - 


AUGUST 20, 1959 


The general theme of recent articles on MATS is that the airline 
industry has enough capacity to verform the MATS mission and that MATS 
is little needed. In wartime, 80% of the need is for cargo airlift. 
The entire CRAF could meet but one-fourth of the total needs and none of 
the -outsize’ones. From 1955 to 1959, MATS strategic transport fleet 
reduced 107 aircraft and 2373 people, but increased its ton mile avail- 
ability 34%. Contracts for augmentation increased from $4.5 million to 
$70.8 million in the seme period. New policies to improve the system 
have been announced (1) hold the line on MATS peecetime capability; (2) 
planning 10% instead of 2.1% commercial cargo lift; and (3) subject to 
the availability of new long-range aircraft, civil lift will be con- 
tracted in peacetime to substantially support overseas logistic supply. 











202 LOANS TO CERTAIN AIR CARRIERS 


MATS is not in competition with airlines; it has increased significantly 
business to the airlines; it must operate at present light rate, with or with. 
out load; carrying passengers and cargo saves Defense money. MATS does not 
have responsibility for establishing a commercial air transport system but 
wants such and would like to develop close relationships with industry so 
each can support the other's policies. 


REPRESENTATIVE L. MENDEL RIVERS OF SOUTH CAROLINA - CONGRESSIONAL RECORD - 


Presents a speech by General Tunner to the Air Force Association on 
September 5, 1959, at Miami. The speech is premised by the statement of 
the Congressman that the cheapest insurance on earth is a military air 
transport service capable of moving and that if disaster should strike, 
this nation would not forgive Congress for refusing MATS the tools to do 
its job. MATS should be modernized. General Tunner states MATS needs 
public wiierstanding and support if it is to increase its service to the 
nation. 






Sa ee eC et ge entree cn APMED _SERY ICES HOUSE 


The policy of the Department of Defense of procuring the lowest cost 
mode of transportation commensurate with the service requirement and of 
not according preferential consideration to one mode of transportation as 
against another in the routine procurement of transportation services is 
in accord with a reasonable interpretation of the Armed Services Procure- 
ment Act and in consonance with the national transportation policy. No 
change is recommended. 


The suggestion to discontinue use of military equipment for movement 
of air freight and passengers, thus releasing business to the appropriate 
air carrier, strikes at the very heart of the Military Air Transport Service 
involved, 


It is apparent there is a national defense need for the development 
of added air cargo capability and it is the recommendation of this Committee 
that such action as may be deemed most suitable be taken by industry and/or 
government to develop this capability... 


COMMITTEE ON GOVERNMENT OPERATIONS - TENTH REPORT (Executive Action in 
Res o Committee Recomme tions) - SE 5 


The Department of Defense expressed belief that legislation is not 
necessary to develop an effective program for expanding the use of commercial 


10 


c 


——— ee 


LOANS TO CERTAIN AIR CARRIERS 203 


air services, The Committee accepts the Department's statement that it is 
conscientiously striving to develop effective programs for the use of com- 
mercial air services as being made in good faith, [If good intent is matched 
by action, the need for remedial legislation will progressively diminish. 


While the subcommittee believes its investigations and report have 
paved the way for needed reappraisal of air transportation policy in the 
Executive Branch, it is difficult to say now what will be the final results, 


Mr. Quesada has observed that the airlines are preoccupied with de- 
velopment and acquisition of new passenger turbojets and lack interest in 
the development of 4n “uncompromised” all-cargo aircraft. As a result, 
civilian cargo capability is provided by improvised and costly to operate 
modifications of passenger configured aircraft. 


Defense holds that if civil air cargo capability is to be developed, 
it should not be subsidized by military venture but by industry itself. 


The subcommittee approves the Air Force action in phasing out obsolete 
C54 and C97 jeté, but the, replathmentleeléchioh whéuhd be gedréd té RATS 
future role and requirements rather than to just jump to jets. 


The Air Force has taken steps to stabilize procurement of commercial 
airlift services by awarding contracts for twelve-month periods, although 
the Department of Defense will have no part of the CAB proposal to pre- 
scribe minimum tariff rates. By ignoring or suppressing other values such 
as Defense Reserve and inviting all comers, regardless of equipment or 
qualifications, the Department tends to create a class of "fringe operators" 
who live from day to day on military handouts or serve as "captive" govern- 
ment airlines without helping industry as a whole. 


Being within the military orbit, MATS is reluctant to plan for ‘use 


of civil sources in emergency but, likewise, combat commands are reluctant 
to wholly rely upon MATS, 


The 22 recommendations made in the original report are still basically 
valid and no new recommendations are made by the subcommittee. 


SUBCOMMITTEE OF THE COMMITTEE ON ARMED SERVICES, HOUSE OF REPRESENTATIVES , 


Quoting General Reeves, Deputy MATS Commander, from a speech to 
the American Legion in Minneapolis. 


The weakest link in our national security system may well be our 


strategic military airlift unless we remedy its deficiencies now, Three 
planes are needed: (1) a high speed turbine aircraft to support jet 
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bombers; (2) a general workhorse to replace the piston engine C-124; and 
(3) added C-133 cargo turbo props. Cutting MATS flying hours to less 
than five hours a day would hinder war emergency response, Maintenance 
and supply, our logistic support, once geared below five hours simply 
cannot accelerate in time any more than an idle factory can come to peak 
production overnight. 


CONGRESSIONAL RECORD OF THE SENATE - JULY 14, ste 
on ame nt reducing amoun be spent by MATS 


with commercial airlines.) 


Senator A. S. Mike Monroney (Okla,) - The $100 million allocation will 
encourage o transfer a ger part of its routine airline type 
logistic operations to civil carriers, which will substantially increase 


the ability of MATS to respond to emergency without having to shift its 
routine traffic on a crash basis. 


Senator Dennis Chavez (N.M.) - To clarify section 631, MATS will continue 
O acce owest responsible bid as in the past. It is all right to 

talk about MATS which has a function to perform which is absolutely 
necessary; but if we are to have transportation capability in event of 


emergency, it is necessary to do something to enable the commercial air- 
lines to provide that capability. 


Senator Howard W. Cannon (ters) - The airlines state that proper effi- 
ciency can maintai wi ive flying hours per month, yet they re- 
quire their pilots to fly 75 to 85 hours a month, I want the record 
straight.. I would dislike any group to believe five hours flying time 

a month is sufficient. If the Senate were to raise the allocation to 
$100 million, it would be a clear invitation to industry--and a mislead- 
ing one--that all future business was to be taken away from MATS for 
civil carriers. MATS has been criticized for not having spent $9 million. 
That money was saved for the taxpayers. 


Senator J, Allen Frear, Jr. (Del.) - If we do not let MATS keep in shape, 

we cannot expec to prepared to deliver material and persons in 

emergency. 

Senator John A. Carroll (colo.) - I understand that one time last year 
was immobilized in r to spend money for transportation by com- 

mercial carriers, I hope this is not true. I would like to know how: 

much of this money went to the big airlines and what to the small ones. 


There is a waste when MATS is provided large appropriations and Congress 
then appropriates another $100 million for the benefit of civil airlines. 


Senator Stuart syne ve (Mo. ) - MATS is a great organization, but it is 
@ direct competitor civil airlines forcing them to ask increased 
support from taxpayers. Nobody would rather see a modern MATS than I. 
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senator baad Goldwater (Ariz,) - I am convinced that airlift capability 
exists y for o transport M-Day or D-Day requirements and that 
capacity could be augmented by civil carriers. I recognize the need for 


a strong commercial airline industry, I think they are and will provide 
this in their normal growth, 


Senator George A. Smathers (via. - The real issue is where can we save 
most money st not in ere with the proficiency of our military. 
Senator Strom Thurmond (S.C.) - For a number of years, the commercial air- 
@ have nn ing away at MATS. If we want to give commercial air- 
lines money, then let us do it in the open by making an appropriation for 


them. I hope the Senate will see fit to practice economy, stand by MATS, 
and maintain a strong Military Air Transport Service for the country. 
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Senator Monroney. We thank you for your attention throughout 
the past several months to the problem facing military air transport 
and the civil air carriers in attempting to provide a cooperative 
approach to securing an economical and effective common cargo 
plane that could be useful both to the military and to the civil carriers, 

We appreciate very much the many hours of the time that Mr. 
McGuire has given this committee and can say that no one has been 
more cooperative in helping to work out a commonsense understand- 
ing of this problem. 

The committee will stand in recess until 2:30 this afternoon at 
which time we will hear Mr. Vernon A. Johnson, vice president of 
Lockheed, Mr. Alwin W. Johnson, executive vice president of Slick 
Airways and Mr. Clayton L, Burwel, president, Yispen dent Airlines 
Association. 

The committee will stand in recess. 

( At 12:22 p.m. the committee recessed until 2:30 p.m.) 


U.S. SENATE, 
February 16, 1960, 
Hon. PERKINS MCGUIRE, 
Assistant Secretary of Defense, 
Department of Defense, 
Washington, D.C. 


DearR Mr. McGuire: On February 9 you testified before the Senate Subcom- 
mittee on Aviation on S. 2774, Government guarantee of loans for aircargo 
carriers. At that time I asked you a number of questions of which you had 
no advance notice. Accordingly, you had not come prepared to answer them. 
It seems to me, however, that such information is important to our considera- 
tion of the pending bill and I shall, therefore, appreciate your expanding your 
answers and submitting them for inclusion in the transcript. The questions 
in substance were as follows: 

1. What standard does the military apply in determining whether or not 
routine cargo should go by air? Also, what standards has it applied in the 
past? 

2. If the carriers who say they want guaranteed loans for cargo aircraft 
were to make use of such loans, would the Department of Defense have adequate 
commercial augmentation of the MATS cargo fleet ? 

3. If MATS follows the indicated plan to reduce shipments on its so-called 
channel routes, what commercial carriers would be in best position to profit 
from the new policy? 

4. You sent to my office a copy of the Department of Defense report on 
“The Role of Military Air Transport Service in Peace and War.” At the 
bottom of page 15, I find this language: 

“While there indications that commercial carriers are willing and able to 
to undertake some modernizations of their cargo fleets based solely on the 
commercial market, there is a belief widely held within the Government that 
a diversion of sizable quantities of Government traffic would greatly accelerate 
this modernization and expansion.” 

What are the indications that some air carriers are willing and able to 
modernize without leaning on the Government ? 

Sincerely, 
ANDREW F. ScHOEPPEL, U.S. Senator. 


ASSISTANT SECRETARY OF DEFENSE, 
Washington, D.C., Mareh 28, 1960. 
Hon. ANDREW F. SCHOEPPEL, 
U.S. Senate. 

DEAR SENATOR SCHOEPPEL: This is further in regard to your letter of February 
16, 1960, requesting an expansion of certain answers I made to questions at 
hearings before the Senate Subcommittee on Aviation on S. 2774, and to our 
interim response of February 24, 1960. 

I will list your questions and follow each with our answer. 
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1. What standard does the military apply in determining whether or not 
routine cargo should go by air? Also, what standards has it applied in the past? 

In general, the selection of a mode of transportation is based on the require- 
ments of each particular shipment. Our objective is to select the means of 
transportation which will provide the service required at the lowest overall 
landed cost of the item at destination. In the case of air shipments, aside from 
the movement of items which fall into the emergency category, determinations 
are made based on costs as well as the availability of other forms of transpor- 
tation. Asa rule, airlift is used for the movement of routine cargo only when 
it is the low-cost means of shipment, all factors considered, including crating 
and packaging; when it is the only means of shipment which will meet deadline 
delivery dates; or when it will reduce pipeline and storage requirements or 
provide better control of critical items so as to offset and justify any increased 
transportation costs that might result. Within the framework of the policy of 
the Department of Defense, each of the military departments has established 
criteria applicable to its particular type of operation. Enclosed are examples of 
these implementations. 

2. If the carriers who say they want guaranteed loans for cargo aircraft were 
to make use of such loans, would the Department of Defense have adequate 
commercial augmentation of the MATS cargo fleet? 

It is difficult to make a categoric response to this question. The degree to 
which the loan program is successful in enabling carriers, through the media of 
guaranteed loans, to procure modern aircraft will have a direct bearing on 
whether or not the Department of Defense will have adequate commercial aug- 
mentation of the MATS cargo fleet. Information of this sort is not, of course, 
available at this time. 

3. If MATS follows the indicated plan to reduce shipments on its so-called 
channel routes, what commercial carriers would be in best position to profit from 
the new policy? 

If a policy were adopted giving preference to carriers operating over particular 
routes on the basis of certificates issued by the Civil Aeronautics Board, Pan 
American, Trans World, Northwest, and Seaboard & Western Airlines would 
stand to benefit the most. If a policy of giving preference to those carriers 
participating in the Civil Reserve Air Fleet (CRAF) program, certainly those 
carriers having equipment acceptable for the program would stand in the best 
position. We will not be in a position to state with any certainty which carriers 
will be in the best position to profit from the new policy until certain studies are 
made and until we receive the Air Force recommended program of implementa- 
tion which is due on May 1, 1960. Obviously, there are many factors, including 
the use of ‘small business” carriers, which must be considered. However, it 
seems logical that those carriers able to acquire and operate modern economical 
cargo aircraft would find themselves in the best competitive position. Similarly. 
those carriers willing to grant assurances of continued availability of service un- 
der all conditions would stand to profit more than carriers which are unwilling 
to provide such assurances. 

4. You sent to my office a copy of the Department of Defense report on “The 
Role of Military Air Transport Service in Peace and War.” At the bottom of 
page 15 I find this language: 

“While there are indications that commercial carriers are willing and able to 
undertake some modernizations of their cargo fleets based solely on the com- 
mercial market, there is a belief widely held within the Government that a 
diversion of sizable quantities of Government traffic would greatly accelerate this 
modernization and expansion.” 

The best indications that can be given of the willingness and ability of some 
carriers to modernize their cargo fleets without leaning on the Government can 
be found in the arrangements made by the Flying Tiger and Seaboard & Western 
Airlines to procure cargo aircraft from a Canadian manufacturer. Further 
indications of this willingness and ability can be found in the positions taken 
by carriers to the effect that guaranteed loans are not needed, nor, for that 
matter, Government business in order to acquire modern cargo aircraft but rather 
purchases can be effected without such support. 

It is hoped that the above information satisfactorily answers your questions. 
If we can provide additional information, please do not hesitate to call on us. 

Sincerely yours, 
PERKINS McGuIRE, 
Assistant Secretary of Defense (Supply and Logistics). 
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DEPARTMENT OF THE AIR FORCE 
Washington, 19 February 1960 


Logistics 


ELIGIBILITY AND SURVEILLANCE OF AIR CARGO UNDER THE 
SUPPLY PRIORITY SYSTEM 


This regulation states the eligibility criteria for materiel which may be accepted as regular air 
cargu; it also vutlines the responsibilities of the major commands (including the Air Materiel 
Command ) and Headquarters USAF for compliance with the supply priority system (outlined 
in AFM 67-1) and the airlift eligibility criteria given here. 


1. What This Regulation Covers. This 
regulation applies to Air Force materiel re- 
quired by, and being shipped via airlift in 
support of. Air Force units. The airlift is 
of tw. kinds: that provided by MATS for 
oversea support, and that provided by AMC 
(LOG AIR) for continental U.S. support. 
It also requires e.ch echelon of command to 
earefuliv evaluate the quantitative require- 
ments of air cargo and keep them to a mini- 
mui: the air shipment of large quantities 
of a single line item is usually not warranted, 
even when the item is eligible for airlift 
under these criteria. The regulation does 
not apply to organizational shipments of Air 
Force materiel to and between oversea desti- 
imitions in connection with rotational exer- 
cises, maneuvers, and permanent change of 
station assignments. 


2. When Materiel Is Eligible For Airlift. 
Materiel is eligible for regular airlift (in 
minimum quantities) if it meets one of the 
fullowing requirements : 


a. If it is essential to the national inter- 
est or the national defense; 

bh. If it is required so urgently that air 
shipment is necessary; or 


c. If it is of such a nature that air 
shipment is the only reasonable or economi- 
cal mode of movement. 


3. Materiel Eligible in Minimum Quantities. 
The following categories of Air Force ma- 
teriel are normally eligible for air shipment 


OPI: AFMSS 
DISTRIBUTION: S 





in minimum quantities. This regulation does 
not authorize the mandatory airlift of any 
item. Good traffic management must always 
determine the required mode of transporta- 
tion. (Note: The use of the term “fastest 
means available,” or “premium transporta- 
tion,” on a requisition will not validate the 
use of airlift; the eligibility criteria are the 
determining factor.) ° 


a. Missiles and missile components 
hb. Aircraft engines. 
c. High value items. 


d. War readiness resupply items (see 
Volume XVI, AFM 67-1). 


e. Materiel for support of vital weapon 
systems under Volume XX, AFM 67-1 (if 
the materiel is not included in one of the 
other categories listed here). 


f. Emergency materiel requirements 
submitted on alphabetically designated requi- 
sitions (e.g., AOCP, ANFFE, etc). 


gy. Materiel to support unit(s) in an 
isolated area with limited or seasonal sur- 
face transportation service. 


h. Materiel requirements qualified for 
supply priorities 1 through 5. 


i. Materiel requirements qualified for 
supply priorities 6 through 10, when the 
“need date’’ requires high speed transporta- 
tion. 


j. Disaster relief supplies, or supplies 


———— 
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which deteriorate quickly (e.g., biologicals, 
plood and drugs). 


k. Retrograde cargo being returned to 
the proper repair depot (or inventory man- 
ager) because of its critical status as desig- 
nated by Hq AMC or the responsible inven- 
tory manager. 


4, Surveillance Responsibility of the Major 
Commands. Each major command will: 


a. Restrict logistic actions which may 
result in air shipments to eligible items and 
minimum quantities; 


b. Establish controls to insure that each 
supply management echelon observes the air- 
lift eligibility criteria, and makes each ship- 
ment in accord with the supply priority 
system (outlined in AFM 67-1). 


c. Require unit commanders, through 
their supply officers, to insure that the “need 
date’ on each requisition is realistic. 


d. Require the director of materiel at 
each command wing, and air base group 
level, and the director of supply and trans- 
portation at each depot, to make periodic 
spot checks on the validity of the “need 
date” on base and depot requisitions, respec- 
tively. 


5. Surveillance Responsibility of the Air 
Materiel Command. This command will: 


a. Carry out the major command re- 
sponsibilities assigned in paragraph 4 above. 


b. Screen all requisitions for the airlift 
of materiel to see if the items and quantities 
meet the eligibility criteria, and comply with 
the provisions of the supply priority system. 
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c. Challenge each supply request which 
does not appear valid, before the materiel 
is shipped from the depot. 


d. Insure that requisitions are not de- 
layed in processing, thereby requiring airlift 
for the materiel when another mode of trans- 
portation might have been used to meet a 
valid “need date.” 


e. Require each Air Traffic Coordinating 
Officer (ATCO) to screen cargo offered for 
airlift, and challenge the shipper if the item 
does not appear to meet the established air- 
lift eligibility and supply priority criteria 
(see paragraph 3b, AFR 76-13). Note: 
The ATCO will then submit documentary 
evidence on a questionable shipment which 
has been consigned to an aerial port to the 
Director of Supply and Services, Head- 
quarters USAF, for further action (see par- 
agraph 6b) with the responsible major com- 
mand. Processing a questionable shipment 
through the aerial port, or diverting it from 
air to surface transportation, will be at the 
discretion of the ATCO (see AFR 76-36). 


f. Align supply priorities for air cargo 
with transportation priorities (see AFR 76— 
38) to insure an optimum division of cargo 
for priority air movement. 


6. Surveillance Responsibility of Headquar- 
ters USAF. The Director of Supply and 
Services, Headquarters USAF, will be re- 
sponsible for: 


a. Making periodic visits to APOEs and 
AMC depots, to determine the degree of 
compliance with this regulation. 


b. Referring questionable air shipments 
to the major command for investigation and 
disciplinary action, when appropriate. 


\ 


By ORDER OF THE SECRETARY OF THE AIR FORCE: 


OFFICIAL : 


J. L. TARR 
Colonel, USAF 
Director of Administrative Services 


THOMAS D. WHITE 
Chief of Staff 


 U. BS. GOVERNMENT PRINTING OFFICE: 1969 
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DEPARTMENT OF THE NAVY \re May “, 


BUREAU OF SUPPLIES AND ACCOUNTS 
WASHINGTON 25.0C 


BUSANDA 4600.54 


BUSANDA INSTRUCTION 4600.54 


From: Chief, Bureau of Supplies and Accounts 
To: Distribution List 


Subj: Guidelines for selection of mode of shipment; promulgation of 
Ref: (a) OPNAVINST 4614.1 
Encl: (1) Guide for Selection of Mode of Transportation 


1. Purpose. To disseminate general guidelines for selection of 
modes of transportation under the liaterial Nequirements Priority 
Systen. 


2. Backsjround. Reference (a) has conpletely revised the system 
of priorities to be assifned to all material requirements. This 
revision, effective 1 January 19%, provides for the assignnent 

of priority bascd on the mission of the requesting activity and 

the end use for which the material is required. It is expected 

that this system will more closely relate the priority assigned 

with the relative urgency of material requirements. 


3. Discussion. The mode of transportation to be selected for 

material tecing shipped under the Material Requirements Priority 

System wilt be governed by the priority, DIR, weight and size, 

nature of material, cost, and modes of transportation serving the 
consignor and consignee. To assist Navy transportation officers 

and routing offices in determining the appropriate mode of trans- 
portation, enclosure (1) is furnished. This enclosure contains 
guidelines relating the material requisition priority to an appropriate 
mode of transportation, and does not preclude routing offices and 
shipping officers from selection of other modes where local shipping 
conditions and other factors so warrant. This instruction does not 
alter the provisions of BUSANDA Manual, Volume V or Military Traffic 
Management Regulations PNAVINST 4000.8) regarding responsibilities 
for routing and consignment of shipments from iniand CONUS to ports 

of embarkation or between CONUS points. Inland shipping officers orig- 
inating shipments consigned ultimately to afloat or overseas destina- 
tions will make determination between shipping by air, surfac:, or 

mail and, when mailing is not appropriate, will obtain port terminal 
and consignment or routing instructions, as appropriate, to the port 
of embarkation in accordance with current procedures. The Navy Over- 
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seas Air Cargo Terminal or Navy Sea Cargo Coordinator will select 
mode of transportation from port of embarkation outbound as provided 
in enclosure (1). 


4, Action. Effective 1 January 1960, addressees will utilize en- 
closure (1) for general guidance in selection of appropriate modes 

of transportation. It is to be noted that this enclosure does not 
apply in instences where the DIR has been passed. Where the DMR has 
been passed by not more than ten days, the DMR will be considered as 
immediate. When the DMR hus been passed by more than ten days, the- 
shipment should be carefully screened as to urgency of need before pre- 
mium transportation is considered, unless other circumstances are known 
which justify premium transportation. 7 


GT. POoLLICH «. “f+ -"™ 

DISTRIBUTION: Actin: Assistant Chief for Transportation 

27C 

F9 (Station CNO) following only: New Orleans, La. 

Ll (Shipyard) following only: Long Beach, Calif. 

M18 (Overseas Air Cargo Terminal) Cognteaneian U. S. only); M27 
(Supply Center) (continental U. S. only); M28 (Supply Depot) 
(continental U. S. only) 

BUSANDA X(41) (Special addressees concerned with shipping) following 
only: Air Traffic Coordinator 


Copy to: 

23A following only: Iceland; Japan;Philippines 

A2A (Navy Department independent offices) following only: 
Administrative Office, Publications Division, Room 0130, Main 
(Navy (2 copies); A5 (bureaus) (except BUSANDA) (5 copies each) 

F2 (Nav Dist & River Comd Comdts) following only: San Juan, P. R.} 
Fort Amador, C. Z.; Kodiak, Alaska; F9 (Station CNO) (outside 
continental U. S. only) 

G1D (Air Facility BUAER) following only: Lajes, Azores; GM (Naval 
Activities BUAER) 

J63 (Scol Freight Transportation); J90 (Seol Supply Corps) 

M9 (Electronics Supply Office); Mll (Fuel Supply Depot); M12 (General 
Supply Depot); M13 (Inspector Supply Corps); M17 (Ordnance Supply 
Depot); M18 (Overseas Air Cargo Terminal) (outside continental 
U. S. only); M22-(Ships Supply Depot); M25 (Sub Reactor Parts Supply 
Off); M26 (Supply Annex);M27 (Supply Center) (outside continental 
U. S. only); M28 (Supply Depot) (outside continental U. S. only); 
M29 (General Stores Supply Office); M31 (Yards and Docks Supply Depot); 
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Copy to: (continued) 
M32 (Yards and Docks Supply Office); M36 (Pac Requisition Control 
Off); M46 (Ordnance Supp Office); M47 (Fuel Supply Office); M53 
(Ships Parts Control Cen); M57 (Military Medical Supply Agency) ; 
M59 (Forms and Publications Sup Off); M61 (Aviation Supply Office) 
General Accounting Office, Washington 25, D. C. (5 janie 
BUSANDA H2 (25 copies); Al2 (4 copies); X(34) (BUSANDA Staff Offices) 


Additional copies may be obtained from: 

NSC, Norfolk, Va. 

GSD, NSC, Oakland, Calif. 

Supply Dept., Naval Weapons Plant, Washington, D. C. 
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+ Enclosure (1) BUSANDAINST 4600.54 
4 DEC 1969 


GUIDE FOR SELECTION OF 
MODE OF TRANSPORTATION 
ACTIVITIES WITHIN CONUS 


Requisition Priority 





1-10 


11-37 


Any mode of transportation is authorized which, after due 
censideration of the size and nature of the cargo, will 
result in the fastest delivery of the material. Special 
consideration should be given to the use of the Navy 
Commercial Air Cargo contract service (QUICKTRANS) in 
CCNUS. (See BUSANDA Manual, par. 55001-lb.) 


The mode of transportation selected will be that mode which will 
effect delivery of the material at final destination at the 
lowest overall cost to the government consistent with reason- 
ably meeting the DMR. The term "overall cost" includes re- 
lated costs of transportation sucn as packaging, unpacking, 
reassembling, and any otuer costs to the activity. Material 
may be consolidated for quantities when the volume of cargo 
generation and the DMR so permit. In no instance will ma- 
terial be held for consolidation in excess of 10 days. 


Enclosure (1) 
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CONUS TO HAWAIIAN ISLANDS 


Requisition 
Priority 











——- —— + 





—_—-—_——_— 


1-10 Air Parcel Post if mailable. Conmercia]l air ia authorized for material 
mailable as Air Purcell Post for which positive control of shipment is desired, 


Commercial Air. 
MATS Class 1. 


WEXTRANS when due to size, nature or lack of airlift, material cannot be 
moved via air transportation, 


ee ee ae ee ee SS Ce 





oe 


11-20 Air Parcel Post if mailable and f lbs or less; MATS Clase 2 if DMR js 
less than 10 days away from the date shipment will be available for 
movement from the San Francisco area, 


Fourth Class mail if 70 lbs or less and DMR is 10 days or more away 
from date shipment will be avallable for movement from the San Francisco 
area, 


WEXTRANS over 70 lbs if DVR is 10 days or more and less than 25 days from 
date shipment will be available for movement from the San Francisco area 
or is otherwise impossible to move via air transportation because of site, 
dangerous nature or lack of available airlift. 


Regular surface for over 70 lua shipments if DMR ie 25 days or more away 
fron date material will be available for shipment. from the San Franciseo 
area, 

















21-37 FIRST CLASS Mail if mailable and 8 1bs or Jasa; MATS Class 3 if over 
8 lbs and DMR ia less than 19 days away from the date shipment will be 
available for movement from thn San Francisco area, 


Fourt), Class Mail if 70 lba or lease and MMR ie 10 days or more away from 
date shipment will be available for movement. from the San Francisco area, 


WEXTRANS over 70 lbs if DMR ia 10 days or more and less than ?5 days from 
date shipment vill be available for movement from the San Francisco ares 
or is otherwise imposeible to move via air transportation because of sise, 


dangerous nature or lack of available airlift, 


Reguler surface for over 70 lbs shipment if no DMR assigned or DMR is 25 

days or more away from date material will be available for sliipment from 

the San Francisco grog, $$$ ET 
Enclosure (1) 2 
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4 DEC 19£S 
Requisition CONUS TO JAPAN 
priority 
5 a ea a a a 
1-10 Air Parcel Post if mailable. Commercial Air is authorized for material 


mailable as Air Parcel Post for which positive control of shipment is desired. 


Commercial Air. 
MATS Class l. 


WEXTRANS when due to size, nature or lack of airlift, material cannot be 
moved via air transportation. 








11-20 Air Parcel Post if mailable and 8 lbs or less; MATS Class 2 if DHR is 


less tian 20 days away from the date shipment will be available for 
movenent from the San Francisco area. 


Fourth Class mail if 70 lbs or less and DiiR is 20 days or more away from 
date shipment will be available for movement from ‘he San Francisco area. 


XTRANS over 70 lbs if DHR is 20 days or more and less than 35 days from 
jate shipment will be available for novement fron the San Francisco area 

or is otherwise impossible to nove via air transportation because of size, 
dangerous nature or lack of available airlift. 


Regular surface for over 70 lbs shipments if MR is 35 days or more away 
fron date material will be available for shipment from the San Francisco area. 


oo 




















21-37 First Class Mail if mailable and 8 lbs or less; !iATS Class 3 if over 8 lbs 


if DMR is less than 20 days away from the date shipment will be available 
for movement from the San Francisco area. 


Fourth Class mail if 70 lbs or less and DMR is 29 days or more away from 
date shipment will be available for movement trom the San Francisco area. 


WEXTRANS over 70 lbs if DR is 20 days or more and less than 35 days from 
date shipment will be available for movement frou the San Francisco area 
or is otherwise impossible to move via air transportation because of size, 
dangerous nature or lack of available airlift. 


Regular surface for over 70 lbs shipments if no DMR assigned or LMR is 35 
days or more away from date material will be available for shipment fron 
the San Francisco area. 





3 Enclosur: 1) 
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CONUS TO GUAM 


Requisition 
Priority 





ee a ee 





ee ee 


1-10 Air Parcel Post if mailable. Commercial air is authorized for material 
mailable as Air Parcel Post for which positive control of shipment is desireq 


Commercial Air. 
MATS Class l. 


WEXTRANS when due to size, nature or lack of airlift, material cannot be 
moved via air transportation. 








ne 


11-20 Air Parcel Post if mailable and 13 lbs or less; MATS Class 2 if DMR is less 
than 20 days away from the date shipment will be available for movement fra, 
the San Francisco area. 


Fourth Class Mail if 70.lbs or less and DMR is 20 days or more away from 
date shipment will be available for movement from the San Francisco area, 


WEXTRANS over 70 lbs if DMR is 20 days or more and less than 35 days from 
date shipment will be available for movement fron the San Francisco area 

or is otherwise impossible to move via air transportation because of size, 
dangerous nature or lack of available airlift. 


Regular surface for over 70 lbs shipments if DMR is 35 days or more away 
from date material will be available for shipment from the San Francisco area, | 4 








21-37 First Class Mail if mailable and 13 lbs or less; MATS Class 3 if over 13 
lbs if DMR is less than 20 days away from the date shipment will be avail- 
able for movement from the San Francisco area. 


Fourth Class mail if 70 lbs or less and DMR is 20 days or more away from 
date shipment will be available for movement from the San Francisco area, 


WEXTRANS over 70 lbs if DMR is 20 days or more and less than 35 days 
from date shipment will be available for movement from the San Francisco 
area or is otherwise impossible to move via air transportation because of 
size, dangerous nature, or lack of available airlift. 


Regular surface for over 70 lbs shipments if no DMR assigned or DMR is 35 
days or more away from date material will be available for shipment from 
the San Francisco area. 
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-ONUS TO WESTPAC 
Requisition Cc 
Priority EXCEPT JAPAN AND GUAM 


——$ 





1-10 Air Parcel Post if mailable. Commercial air is authorized for material 
™ mailable as Air Parcel Post for which positive control of shipment is desired 


dred, Commercial Air. 


MATS Class l. 


WESTRANS when due to size, nature or lack of airlift, material cannot be 
moved via air transportation. 


pe errenrrennnnnEnnnnnRnEnEEnRU ER RURRnERReeennnemmeenmeeenmneenenemeeencemee ener 


11-20 Air Parcel Post if mailable and 8 lbs or less; MATS Class 2 if DMR is 
a less than 25 days away from the date shipment will be available for 
movement from the San Francisco area. 


Ton Fourth Class mail if 70 lbs or less and DMR is 25 days or more away from 
date shipment will be available for movement from the San Francisco area. 


WEXTRANS over /7O lbs if DMR is 25 days or more and less than 40 days from 
: date shipment will be available for movement from the San Francisco area 

or is otherwise impossible to move via air transportation because of size, 
n dangerous nature or lack of available airlift. 


> Regular surface for over 70 lbs shipments if DMR is 40 days or more away 
: from date material will be available for shipment from the San Francisco area. 





21-37 First Class Mail if mailable and 8 lbs or less; MATS Class 3 if over 8 
lbs if DAR is less than 25 days away from the drte shipment will be 
available for movement from the San Francisco area. 


area, 


Fourth Class mail if 70 lbe and DIR is 25 days or more away from date 
shipment will be available for movement from the San Francisco area. 


WEXTRANS over 70 lbs if DMR is 25 days or more and less than 40 days 
from date shipment wll be available far movement from the San Francisco 
be area or is otherwise impossible to move via air transportation because 

of size, dangerqus nature or lack of available airlift. 


= 


Regular surface for over 70 lbs shipments if no DMR assigned, or DMR 
of is 40 days or more away from date material will be available for ship- 
ment from tne San Francisco area. 


5 
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CONUS TO GUANTANAMO BAY 

Requisition 

Priority 

1-10 Air Parcel Post if mailable. 
MATS Class l. 
WEXTRANS when due to size, nature or lack of airlift, material 
cannot be moved via air transportation because of. 

———— mmmnmmmmmmmemssmseessnesnmessssessseeemneneseeneseeeseeeece tia ae 

11-20 Air Parcel Post if mailable and 8 lbs or less; MATS Class 2 if DMR is 
less than 15 days away from the date shipment will be available for 
movement from the Port of Embarkation. 
Fourth Class mail if 70 lbs or less and DMR is 15 days or more away 
from date shipment will be available for movement from the Port of 
Embarkation. 
WEXTRANS over 70 lbs if DMR is 15 days or more and less than 30 days 
from date shipment will be available for movement from the Port of 
Embarkation or is otherwise impossible to move via air transportation 
because of size, dangerous nature or lack of available airlift. 
Regular surface for over 70 lbs shipments if DMR is 30 days or more 
away from date material will be available for shipment from the 
Port of Embarkation. 

21-37 First Class Mail if mailable and § lbs or less; MATS Class 3 if over 


8 lbs if DMR is less than 15 days from the date shipment will be 
available for movement from the Port of Embarkation. 


Fourth Class Mail if 70 lbs or less and DMR is 15 days or more away 


from date shipment will be available for movement from the Port of 
Embarkation. 


WEXTRANS over 70 lbs if DMR is 15 days or more and less than 30 days 
from date shipment will be available for movement from the Port of 
Embarkation or is otherwise impossible to move via air transportation 
because of size, dangerous nature or lack of available airlift. 


Regular surface for over 70 lbs shipments if no DMR assigned, or DMR 


is 30 days or more away from date material will be available for shipment 
from the Port of Embarkation. 


eee, 
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4 DEC 12:5 
CONUS TO PUERTO RICO 
Requisition 
priority 
0 eee 
— 1-10 Air Parcel Post if mailable. Commercial Air is authorized for material 


mailable as Air Parcel Post for which positive control of shipment is desired. 
Commercial Air. 

MATS Class l. 

WEXTRANS when due to size, nature or lack of airlift, material cannot be 
moved via air transportation. 


eS 


11-20 Air Parcel Post if mailable and $3 lbs or less; MATS Class 2 if DMR is 
less than 20 days away from the date shipment will be available for 
movement from the Port of Embarkation. 


Fourth Class mail if 70 lbs or less and DMR is 2’) days or more away 
from date shipment will be available for movement from the Port of 


Embarkation. 


WEXTRANS er 7. lbs if DMR is 2') days or more and less than 35 days 
from date shipment will be available for movement from the P rt of 
Embarkation or is otherwise impossible to move via air transportation 
because of size, dangerous nature or lack of available airlift. 


Regular surface for over 7" ‘hs shipments if DMR is 3> days or more 


away from date materiai will be available for shipment from the Port 
ale } of Embarkation. 





First Class Mail if mailable and 3 lbs or less; MATS Class 3 if over 


8 lbs if DMR is less than 20 days away from the date shipment will be 
available for movement from the Port of Embarkation. 


Fourth Class mail if 70 lbs or less and DMR is 20 days or more away 


from date shipment will be available for movement from the Port of 
Embarkation. 


WEXTRANS over 70 lbs if DMR is 20 days or more and less than 35 days fram 
date shipment will be available for movement from the Port of Embarkation 
or is otherwise impossible to move via air transportation because of size, 
dangerous nature or lack of available airlift. 


ent Regular surface for over /\ lbs shipments if no DMR assigned, or DMR 
is 35 days or more away from date material will be available for shipment 
from the Port of Embarkation. 


STUUR URES 
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BUSANDAINST 4600.54 
4 DEC 1946 


CONUS TO CANAL ZONE 
Requisition 


Priority 
ss 


1-10 Air Parcel Post if mailable. Commercial Air is authorized for material 
mailable as Air Parcel Post for which positive control of shipment is desired, 


A 


Commercial Air. 
MATS Class l. 


WEXTRANS when due to size, nature or lack of airlift, material cannot 
be moved via air transportation, 


ee eee eee 


11-20 Air Parcel Post if mailable and 8 lbs or less; MATS Class 2 if DMR is 
less than 15 days away from the date shipment will be available for 
movement from the Port of Embarkation. 


Fourth Class mail if 70 lbs or less and DMR is 15 days or more away 
from date shipment will be available for movement from the Port of 
Embarkation. 


WaXTRANS over 70 lbs if DR is 15 days or ‘are end less than 30 days 
from date shiprent «ill be available for movement from the Port of 
Embarkation or is otherwise im»ossible to move via air transvortation 
because of size, dengerous nature or lack of available airlift. 

r surface for over 70 lbs shinments if JMR is 30 days or more 
away from date material will be aviilable for shipment !rom the Port 
of Enbarketion. 


wr) 


tegu 





21-37 First Class Mail if mailable and 8 lbs or less; ‘iATS Class 3 if over 
8 lbs if DNR is less than 15 days away from the date shipment will be 
available for movement from the Port of Dmbarkation, 


Fourth Class mail if 70 lbs or less and DMR is 15 days or more away 
from date shipment will be available for movement from the Port of 
Embarkation, 


WEXTRANS over 70 lbs if Dhit is 15 days or more and less than 30 days 
from date shipment will be available for movement from the Fort of 
Embarkation or is otherwise impossible to move via air transportation 
because of size, dangerous nature or lack of available airlift. 


Regular surface for over 70 lbs shipvents if no DMR assigned, or DMR 


is 30 days or more away from date material will be available for 
shipment from the Port of Embarkation,. 


—— 
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BUSANDAINST 4600.54 
4 DEC 1980 


Requisition CONUS TO ARGENTIA 
Priority 


—_ 





1-10 Air Parcel Post if meiluble. Co mercinl eir 


is authorized for material 
mailable as Air Parcel P 


tfor which positive control of shipment is desired. 


Commercial Air. 


MATS Class l. 


OXTRANS when due to size, nature or Jack of airlift, m.terial cannot 
be moved vi ir trensvortation, 


LS 


< 
less than 20 days way from the date. shiprent will be cvailable for 
move ent from the Port of Lmberkation. 


11-20 Air Parcel Post if mailiable and @ lbs or less; !1\TS Class 2 if DMR is 


Fourth Class mail if 70 lbs or less and 0Mh is 20 days or more away 
from date shipment will be available for movement from the Port of 
Embark: tion. 


T.ui'S over 70 lbs if DMR is 20 days or more and less than 35 days 
from date shipment will ¢ aviilatle f r ‘:ovencnt from the Port of 
Embarkation or is otherwise inpossible to move vi ir transnortation 
because of size, danjerous n:ture or lick of available airlift. 


Repular surface for over 70 lbs shipments if J..h is 35 days or more 
away from date material «ill ve available from the Port of Imbarkstion, 








st Class iiail if muilevle and © lbs or less; '\Ts Cla 3 if over 
s if Dik is less tian 20 days zvay from the lete shipment will be 
available for move:rent from the Port of rmbarkation,. 


rmore away 


Fourth Class Mail if 70 lbs or less ‘nd Dvh is 30 
] the Port of 


from date shinment will be aveilable for move ent 
Embarkation. 





LXTRaANS over 70 lbs if Dit is 20 deys or more and less than 35 days from 
date shipment will ‘te available for movement from the Port of Embcr'ation 
or is otherwise imnossible to move via air transportation becruse of 


size, dan,erous nature or lack of availa 





Regular surface for over 70 lbs shipments if no Dil assigned, or Dik 
is 35 days or more away from date material will © «vailable for shipment 
from the Port of Embarkation. 


eee ES 
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DAINST 4600.54 


4 DEC 195° 


SONUS TO ENGLAND, FRANCE, 


ve 


Requisition GERMANY AND NORTHERN PUROPE 


Priority 

















Sidies anaes - 
; ei ba intl ‘ 1. 
1-10 Air Parcel Post if mailable. ommercial Air is authorized for 
material mailable as Air Parc Post for which positive control of shipment 
is desired. 
Commercial . 
{ATS Class l. 
L 
TRANS when due to size, nature or lack of airlift, material cannot 
be moved via air transportation. 
es aetna ~ eran leaden 
11-2 Air Parcel Post if mailable and 8 lbs or less; MATS Class 2 if 
DMR is less than 12 days away fromthe date shipment will be available 
for movement from the Port of Fmbarkation. 
Fourth Class mail if 70 lbs or less and DMR is 12 days or more away 
from date shi will be available for movement from the Port of 
arkation. 
EXTRANS over 70 lbs if DMR is 12 days or more and less than 25 days 
from date shipment will be available for movement from the Port of 
otherwise impossible to move via air transportation 
be yerous nature or lack of available airlift. 
} 
Regular surface for over 70 lbs shipments if DMR is ?5 days or more 
from date material will be available for shipment from the Port of 
Embarkation,. 
21-37 First Class Ma if mailable and 8 lbs or less; MATS Class 3 if over 
8 lbs if DMR is less than 12 days away from the date shipment will be 
available for movement from the Port of "mbarkation. 
Fourth Class mz if 70.1bs or less and DMR is 1? days or more awa} 
from date shipment will be available for movement from the Port of 
Embarkation. 
WEXTRANS over 70 lbs if DMR is 12 days or more and less than 25 days 
from date shipment will be available for movement from the Port of 
Embarkation or is otherwise impossible to move via air transportation 
because of size, dangerous nature or lack of available airlift. 
Regular surface for over 70 lbs shipments if no DMR assigned, or DMR 
is 25 days or more away from date material will be available for shipment 
from the Port of Fmbarkation, sii 
Enclosure (1) 1 
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——_’” 
USANDAINST 4600.54 
4 DEC 1999 
Requisition 
Priority 
CONUS TO WESTERN MEDITERRANEAN, INCLUDING PORT LYAUTEY, ITALY AND SPAIN 
ig cca a cee sie inshdiiaaaeanicaiatbamecaaaiamaama 





1-10 mmercial air, or Air Parcel Post, if mailable. 
ent MATS Class l. 


WEXTRANS when due to size, nature or lack of airlift, material cannot 
be moved via air transportation. 


——— eee .nkekk. _eseeees ee 





11-20 First Class Mail if mailable and 5 lbs or less; MATS Class 2 if DMR 
is less than 20 days away from the date shipment will be available for 
movement from the Port of Embarkation. 


Fourth Class mail if lbs or less and DMR is < jays or more away 














a > > , ~ ~ 
Prom date shipment will be available for movement from the Port of 
Embarkation. 
WEXTRAN er 7 los if DMR is < lays or more and less than 35 days 
from date sh ail le for movement from the Port 
Embarkation se imp ttle to move via air transportation 
hecause ft si ature K f availat le airlift. 
Regular surface for er 7° lvs shipments if DMR 35 days or more away 
from date material wil e available for shipment from the Port of 
Embarkation. 
21-37 First Class mail if mailable a lbs or less; ass 3 if over 5 lbs 

} if DMR is less than 20 days away from the date shipment will be availab] 
for mo.ement from the Port of Embarkation 
Fou Slass mail if 7 lbs or less and DMR is 20 days or more away 
from date shipment will be available for movement from the Port of 
Embarkation. 


WEXTRANS over 70 lbs if DMR ite and less than 35 days from 


from the Port of Embarkation 





jate shipment will be available f 








is otherwise impossible to move via air trar rt n be of size 
jangerous nature or lack f available airlift. 
Regular surface for er los shipments if r DMR a igmed, or DM 
is 35 days r mor¢ Jay from date material wil e avail le for shipment 
from the Port f Embarkat n 
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BUSANDAINST 4600.54 








4 DEC 1959 
Requisition CONUS TO MUNTi'.@RANEAN POINTS EAST OF ITALY, 
Priority AND ALL POINTS NOT SPRCIFICALLY PROVIDED FOR 
1-10 Conmercial Air, or Air Parcel Post, if mailable 


MATS Class 1. 


WEXTRANS when due to size, nature or lack of airlift, material 
cannot be moved via air transportation. 





Se 
_——_—_— 


11-20 First Class I'ail if mailable and 8 lbs or less; MATS Class 2 DVR 
c 


is less than 25 days away from the date shipment wil] be available 
for movement. from the Port of “mbarkation. 


Fourth Class mail if 70 lbs or less and DYR is 25 days or more away 
from date shipment: wil] be available for movement from the Port of 
™mbarkation, 
WFYTRANS over 70 lbs if DMR is 25 davs or more and less than 1/0 days 
from date shipment will be available for movement. from the Port of 
Embarkation or is otherwise impossible to move via air transportation 
because of size, dangerous nature or lack of available airlift. 


Repular surface for over 70 ?bs shipments if DMR is lO days or more 
away from date material will be available for shipment from the Port of 
Embarkation. 


21-37 First Class mail if mailable and 8 lbs or less; MATS Class 3 if over 
- 


& lbs if DNR is less than 25 days away from the date shipment will be 
available for movement from the Port of ‘mbarkation,. 


Fourt': Class mail if 70 1bs or less and DMR is 2° days or more away 
from date shipment will be available for movement from the Port of 
Embarkation. 


WEXTRANS over 70 lbs if DMR is 25 days or more and less than }:0 days 
from date shipment will] be available for movement from the Port of 
Hmbarkation or is otherwise impossible to move via air transportation 
because of size, dangerous nature or lack of available airlift. 


Regular surface for over 70 1bs shipments if no DMR assigned, or DMR 
is 0 days or more away from date material will be available for shipment 
from the Port of "mbarkation. 
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a 
AFTERNOON SESSION 


Senator Monroney. The Subcommittee on Aviation will resume its 
hearings. 

We are honored today to have Mr. Vernon A. Johnson, vice presi- 
dent of the Eastern Division of the Lockheed Aircraft Co., accom- 
panied by W. A. Pulver, manager of the Georgia Division, Marietta, 
Ga. 

We are happy indeed to have you gentlemen here and appreciate 
your coming to give us the advantage of your knowledge in this field 
of aircargo and its great potentialities. 

You may proceed in your own way, Mr. Johnson, and we presume 
that you would like to complete your statement before we question you. 

Mr. V. A. Jonnson. Yes, sir, I believe we would prefer to do that, 
sir. 
Senator Monroney. Senator Engle, our associate, said he would 
be here as soon as he could break away from another appointment. 
He had had your statement and he read it, and he may perhaps be here 
before you complete your statement. 


STATEMENT OF VERNON A. JOHNSON, VICE PRESIDENT, EASTERN 
DIVISION, LOCKHEED AIRCRAFT CO., ACCOMPANIED BY W. A. 
PULVER, VICE PRESIDENT AND GENERAL MANAGER, GEORGIA 
DIVISION, DEPARTMENT 9301, MARIETTA, GA. 


Mr. V. A. Jonnson. Very well. As you know, sir, we had planned 
in response to your request to present some material, the results of 
some years of study, on the subject of aircargo potential, and for the 
purpose of that part of the discussion I would like to ask Mr. W. A. 
Pulver, head of our Georgia Division, where most of these studies have 
been conducted, to go through that phase of the discussion, and then 
following that, whatever questions you may wish to address to us we 
will do our best to answer, sir. 

Senator Monroney. That will be fine. 

Mr. V.A.Jounson. All right, sir. 

Mr. Pulver. 

Mr. Putver. We are extremely interested in the aircargo future 
because we design and manufacture airfreight transports. We are the 
designers and manufacturers of the C-130 Hercules series of air- 
freighters/troop transports, and the Lookheed company has for many 
years pioneered in the manufacture and modification of air transports 
for cargo transportation. We are most appreciative of this oppor- 
tunity to appear before this body today. 








226 LOANS TO CERTAIN AIR CARRIERS 


The material which I present today has been researched and devel- 
oped at my direction from our own and other qualified data. 

With me, as you already know, today is Mr. Vernon Johnson, our 
eastern region vice president of Lockheed, who is representative of 
the corporate policy officers. 

I will be referring to the charts to your right. 

Senator Monroney. sents you turn those just a little bit more 
so Senator Schoeppel can see them ? 

Mr. Putver. In the pas few months there has been many expres- 
sions of facts and opinions by airline and industry executives con- 
cerning airfreight and plans to develop this fledgling market to its 
full potential. 

Several studies and forecasts have been made on airfreight in the 
past 15 years, including those by Lockheed. The following presenta- 
tion will explain why Loc kheed believes the 1960-70 period will 
usher in the mass airfreight market. 

Lockheed has been studying the aircargo industry since op Our 
primary interest has been in connection with the market it can pro- 
vide for our aircraft. Studies on aircargo by our researe hb organiza- 
tions have been conducted solely for the purpose of providing 
quantitative data to assist Lockheed executive decision relative to 
major investment in advanced aircargo airplanes. 

In the next few exhibits we will provide you with our evaluation 
of the potential world airfreight market in the period 1960-70. 
These analyses represent our current thinking, based upon extensive 
study in the past brought up to date with the very latest informa- 
tion, factual and opinion, from published data and direct interviews 
with air carriers, truck and railroad authorities, Government offices, 
research institutions, and others expert in the field of air trans- 
portation. 

Our summary predictions are for the world market. This, of 
course, reflects the scope of our interests. Moreover, we feel U.S 
total interests in aircargo—particularly that portion representing 
the national aircargo fleet concept—are directly related to this world 
market point of view. 

In our research, we give special emphasis to the year 1968. Our 
studies show this year to be particularly significant, both in regard 
to the growth of the aircargo market and the availability, utilization 
and life of the first veneration of all-cargo turbine airfreighters. 

We have separated the U.S. domestic ‘traffic at appropriate places 
in our analyses and shown them in Serene with the world total. 
We used only interstate ee in the U.S. portion of the separation; 
no overocean traffic, even by U.S. carriers, is reflected. 

(Aireargo market chart for 1960-70 follows :) 
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Mr. Putver. The fundamental economic factor upon which Lock- 
heed’s forecast depends is the air cargo revenue rate reduction antici- 
pated. Of all the reasons given for the growth of aircargo, rate 
reduction could be the first to become a reality, and would also be the 
most. significant factor. 

A survey of opinion provided by economic + and business authorities 
in the field of air transportation is included in our study. The sources 
designated on the chart as A, B, and so on, are represent: itive of rate 
levels projected by these sources. The scatter is quite apparent, but 
a trend and range of values for any year are also clearly evident. 

The consensus of survey opinion is used in our selection of a revenue 

rate range of 10 to 12 cents per ton-mile in the 1968 period. 

Senator Monroney. By that you mean the going rate charged the 
user of the service ? 

Mr. Putver. That is right. 

We have projected this range as a representative average rate for 
both domestic and international traffic of that year; however, the 
two categories could vary independently in reaching this level by 1968. 

We recognize that the aircargo market could improve signific antly 
during the next decade without large rate reductions. In support of 
this viewpoint, overall benefits in cost of distribution have created 
recognition of airfreight as a usable tool for many businesses, even at 
today’s tariff rates. 

(Airfreight rate projection, 1958 dollars, follows :) 
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Mr. Putver. Here is one example of airfreight’s influence on 
distribution concepts. The Raytheon Co.’s present manufacturing 
facilities are located in and around Westwood, Mass. In addition 
to a central warehouse located in Westwood, Raytheon now utilizes 
au conventional regional warehouse/distributor system, with locations 
in Atlanta, Chicago, Portland, and Los Angeles. 

(Raytheon, Inc., previous distribution system chart follows :) 
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Mr. Putver. Raytheon Airfreight. 

These warehouses will be elminated under what Raytheon calls its 
unimarket concept. This system combines the latest in communication 
techniques and airfreight to provide 24-hour service to any point in 
the United States. Unimarket operates on the theory that the Nation, 
through air transportation and communication advances, is one mar- 
ket area. 

Raytheon’s unimarket concept is far beyond the planning stage— 
it is completely worked out—and the first Tel-O- Riginator equipment 
installation is scheduled for Raytheon’s Atlanta distributor in Feb. 
ruary 1960. 

We have provided a margin of conservatism in our forecast by 
using rate reductions as the primary basis of growth, thus reducing 
the influence of other air freight advantages on our projection of mar- 
ket potential. 

(Chart of Raytheon, Inc., airfreight distribution system follows:) 


233 


CERTAIN AIR CARRIERS 


TO 


LOANS 


> Ob 








ALIIOW ISNOHIUVM ONY INTUNLOVINNG Sey 


ERM BED LIL 











234 LOANS TO CERTAIN AIR CARRIERS 


Mr. Putver. Forecasts of cargo potential. 

The Lockheed forecast of aircargo ton-miles associated with chang- 
ing revenue rates for the next decade is shown here on the chart by 
the dark band labelled “LAC.” The volumes are based upon a 10- to 
12-cent rate range for 1968—established in the preceding analysis, 

This particular part of the market projection concerns only the 
U.S. domestic and international overocean airfreight and express 
shipments. These two categories dominate the market and are 
amenable to a single forecasting technique. 

Moreover, most aircargo forecasts are based upon these kinds of 
traffic only. Our data in this form therefore provide a common basis 
for comparison. 

In the year 1968, for average rates of 10 to 12 cents our studies show 
that aircargo volumes could be between 8 and 13 billion ton-miles, 
Recognizing the variables in this type of forecasting, we have taken a 
simple average and have used a 1968 volume of 10.5 billion ton-miles 
as our base for the rest of the analysis. We think this represents a 
reasonable and realistic estimate for U.S. domestic and international 
overocean aircargo traffic. 

The U.S. domestic portion of this block constitutes about 48 percent 
of the total used in our study—or 5.1 billion ton-miles. 

Also shown, for comparison purposes, is one other forecast for the 
same time period, and the same categories of cargo—the curve labeled 
“Source A.” This is from a widely discussed report of an independ- 
ent nonprofit research institution. Their rate forecast is in substan- 
tial agreement with Lockheed’s. Their predicted relationship bet ween 
rate and cargo volume is also similar. 

(Chart on forecast of cargo potential, U.S. traffic, domestic and 
international carriers, follows:) 
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Mr. Putver. “Components of World Aircargo.” 

Up to this point we have considered only two major categories of 
aircargo; that is, U.S. domestic and international overocean. The 
total aircargo industry includes several other important. categories, 
Shown on this chart are the five components we consider in our total 
market projection. 

The three categories listed on this chart below the defined base 
constitute a large additional aircargo potential. In years to come, 
these could account for nearly 30 percent of the world market. We 
have based our total forecast upon the consideration of all five 
components. 

Our base point for the two major categories of aircargo is 10,5 
billion ton-miles established in the preceding discussion. We then 
add to this base point the ton-mile potential resulting from freight 
and express within foreign countries—called here “foreign overland”; 
the potential from military aircargo; and world mail. 

(Chart on “Components of World Aircargo” follows :) 
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Mr. Purver. “Freight Express—Foreign Overland.” 

Senator Monroney. Let me ask you, I’m afraid I missed it. 

Do you or do you not include in this chart of forecast car go potenial, 
on page 12, the militar y cargo now moving / 

Mr. Putver. No, sir; we are coming to that in a little while. 

Senator Monronry. it wasn’t clear to me. I would presume, be- 
cause of this large increase, that the military was already figured in 
there. 

Mr. Putver. The U.S. traffic, domestic and international carriers, 
is all that is covered here, and we will treat the military in just a 
moment. 

Senator Monroney. Thank you. 

Mr. Putver. First, the foreign overland increment. Many predic- 
tions have not included this component because it has been hard to 
get at statistically, and the individual volumes have been scattered 
over many geographical areas 

We have been able to derive one significant point that permits an 
appraisal. In 1956, aircargo activity in Canada, Latin America, 
Europe, Middle East, Africa, Australia, and the Orient totaled over 
0.15 billion ton-miles—or about 17 percent of the total U.S. domestic 
and overocean volume of that year. 

It is possible that aircargo in those countries will grow at no more 
than the same rate as in the United States. On the other hand, some 
authorities feel these countries are the world’s best candidates for 
aircargo because of geographical considerations and lack of adequate 
facilities for alternate modes of transportation. 

We have shown here, for 1968, foreign overland aircargo at levels 
of 5 and 10 percent of the projected domestic and international over- 
ocean volume for that year. We used the 5 percent increment in our 
study, or approximately one-half billion ton-miles. 

(Chart on “Freight Express—Foreign Overland” follows :) 
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Mr. Putver. “Military Air Cargo.” 

We recognize the diftic ulty of assessing military air cargo, since 
it involves complex military considerations. We aliens however. 
that in 1968 there will be substantial military cargo that will be 
carried by air. 

While this is properly classified as military, the characteristics 
of the great majority of shipments are identical, or very similar, to 
normal commercial aircargo items. This potential aircargo of : 
military nature is considered a valid potential in our cargo projec sine 

The actual growth in the military aircargo category increased to 
approximately 0.9 billion ton-miles in 1958. It appears that opinion 
is about equally divided as to whether the total will grow. We have 
assumed in our study that the next decade will be erratic in terms of 
volume for any one year. We therefore projected a conservative 
increase toa level of 1 billion ton-miles in 1968. 

Our analysis indicated that the “ee of the projected military 
aircargo which could be separated as “military-domestic” is one- 
quarter billion ton-miles per year. 

(Chart on “Military Air Cargo” follows :) 
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Mr. Putver. “World Mail.” 

Tie last category of aircargo in our forecast is the world mail 
increment. Our source data show that in recent years about 0.25 
billion ton-miles of worldwide mail has moved by air. 

The complete curve on the chart shows actual and projected world 
mail ton-miles. Our analyses have shown that mail and associated 
postal activities are historically closely related to broad economic- 
population-education factors. 

Over the last several years, mail has grown at a rate in excess of 
the gross national product and industrial index, for example. We 
have conservatively projected to 1968 the rate of growth for world 
mail experienced during the 1948-57 period. This value is projected 
at 1 billion ton-miles. 

We have analyzed the effect of all first-class U.S. mail going by 
air. The indicated area shows the volume of ton-miles that our 
studies show could result. 

We have also briefly considered the effect all mail other than first 
class could have on the aircargo potential. The middle and upper 
curves show the potential effect on our forecast. These effects have 
not been included. 

U.S. domestic airmail is not shown separately on this chart, except 
as a part of the basic curve for world airmail. Our source data for 
1958 listed 0.088 billion ton-miles for this cargo. We have projected 
the volume for 1958 at the same rate of growth as used for world 
airmail, thus projecting an increase to 0.310 billion ton-miles of 
U.S. domestic airmail in 1968. 

(Chart on world mail follows :) 
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Mr. Puwver. “Gelac Air Cargo Forecast, 1968.” 

Summarized on this chart is Lockheed’s forecast of total world and 
U.S. domestic aircargo volume for 1968. 

The lower portion of the bar on the left is the basic forecast for U.S. 
domestic and international overocean. This 10.5 billion value con- 
stitutes our base projection. 

To this base are added the three increments just described. The 
potential world market would then total approximately 13 billion 
ton-miles in 1968. 

Shown at the right of the chart are the comparable data for 1968 
U.S. domestic aircargo volumes. 

The 1968 U.S. domestic cargo total is projected at 43 percent of the 
world market, or 5,660 billion ton-miles, derived as follows: 


Billion 

ton-miles 
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(Chart on “Gelac Air Cargo Forecast, 1968” follows:) 
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Mr. Putver. “Gelac Air Cargo Forecast.” 

The previous analyses have used the year 1968. This graph re 
lates that prediction to the entire decade of growth. 

The baseline represents the major categories of freight/express U.S. 
domestic and overocean. The three incremental aircargo categories 
are shown as added to this base. 

This is not the whole story, however. While this large ton-mile 
market is available, it is important to recognize that substantial 
quantities included here will be carried in passenger and:converted 
passenger aircraft throughout the entire decade of 1960-70. The ef- 
fects of this capability upon the all-cargo aircraft market must be 
considered. 

(Graph on “Gelac Air Cargo Forecast” follows :) 
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Mr. Putver. “Cargo Potential, Total.” 

Here we show the same total aircargo volumes as on the previous 
chart. We have, however, separated the totals into the two cate- 
gories: cargo carried on turbine airfreighters and cargo carried on 
passenger or converted passenger aircraft. 

The impact of new turbine airfreighters starts in 1962, and shows 
the first substantial effects in 1963. After that time, our analysis in- 
clicates that allocation of freight between all-cargo and other types of 
aircraft will change. Rate differentials which favor all-cargo types 
ure expected to continue. 

However, reductions of this differential to encourage express ship- 
ping is offset by other considerations, such as cost savings of packag- 
ing or palletizing, or other factors in the total cost of distribution 
concept, and possibly, the physical separation of freight and passenger 
terminals in major cities. 

Our analyses indicate that by 1968 the percent: wwe carried by pas. 
senger and converted aircraft will not exceed 25 percent of the total, 
That is, of the total aire argo volume predicted, at least 75 percent will 
be carried in turbine-powered airfreighters. 

(Chart entitled “Cargo Potential, Total,” is as follows:) 
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Mr. Putver. “Cargo Potential, Turbine Airfreighters.” 

When aircargo “moving in other than turbine airfreighters” is re- 
moved from the forecast, the projected residual volume is as 
shown here. 

For the year 1968, for example, 9.8 billion ton-miles constitute the 
world industry market that demands all-cargo aircraft. This is the 
quantitative analytical information that our research organizations 
are providing Lockheed management for their investment decision. 
It is apparent from this and the preceding graphs that the forecast 
represents a reasonably steady rate of growth. 

Other than the effects of introducing airfreighters with low direct 
operating costs, no major factors have “been included which affect the 
expanding market. The premise that revenue rate and aircargo vol- 
ume are closely related is believed to be fundamental. 

We feel that in areas where technical assumptions were made, we 
have, in general, been conservative. We believe the quantitative data 
used to arrive at this forecast are accurate and current. 

(Chart entitled “Cargo Potential, Turbine Airfreighters,” 
follows:) 
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Mr. Putver. That ends our prepared testimony, sir. 

Senator Monroney. Thank you very much, Mr. Pulver. 

Senator Scuorrren. I would like to ask you a few questions here, 
Mr. Pulver. I understand Lockheed testified in the pending domestic 

cargo mail service case before the Civil Aeronautics Board—I think 
it was on February 5 of this year—isn’t it a fact that Lockheed stated, 
I think, at page 1 of exhibit BAO-L-11, and I quote now: 

We recognize that the air cargo market could improve significantly during 
the next decade without large rate reductions. In support of this viewpoint, 
overall benefits in cost of distribution have created recognition of aircraft as a 
usable tool for many businesses even at today’s tariff rates. 

Now, as I looked at it, I gathered the point the market may in- 
crease greatly now, even without the new low-cost aircraft which will 
make the lower rates feasible. 

Mr. V. A. Jounson. I guess I am not familiar with that statement, 
Mr. Schoeppel. Are you? 

Mr. Putver. I would like to qualify the manner in which that 
statement was made, sir. 

Senator ScHoepre.. Well, the statement was made. 

Mr. Putver. Yes. We believe what was intended there was that 
with the present tariffs, we feel that there will be a very significant 
increase in air cargo, but it is not necessarily implied that “that in- 
crease can exist or could exist without the bringing into existence 
of new aircraft to do the job. The present cargo-carrying potential 
of these reworked passenger-carrying airplanes is limited. In our 
projections for the market, we consider the fact that there must be 
additional pure cargo types, but that this increase could conceivably 
exist even though there were no tariff reduction. 

Senator ScHorpret. You say could conceivably exist. 

You said at that time, “We recognizé the air cargo markets could 
improve significantly.” What did you mean by * ‘significant ly” ? 

Mr. Purver. Well, as an example in my prepared statement here, 
I cited the case of the Raytheon Co. 

They are doing what they are doing with existing tariffs, and they 
are doing it within the limits of what can be carried on ex isting 
aircraft. 

Mr. V. A. Jonnson. I am sure we would not say, sir, the increase 
in cargo, however, would result to the extent that we have proposed in 
this study with current aircraft, or nowhere near to that extent. 

We were trying in this study, sir, to indicate to you the kinds of 
increases that might be expected if modern cargo airplanes are made 
available. 

Senator Scuoeprret. With this exhibit here, sir? 

Mr. V. A. Jounson. Yes, sir. 

Senator Monroney. Wouldn't you say what you are talking about 
is our present volume of U.S. and domestic international carrier com- 


mercial traffic today is roughly, I think, about a billion ton-miles per 


vear? That that could double within the next 5 years, and it would 
be a doubling or a 100-percent increase ? 

Mr. Punver. Yes. 

Senator Monroney. But with more modern planes, you would not 
only double it, you would multiply it by 10, according to your figures? 


Mr. V. A. Jounson. Yes, sit 
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Senator Monroney. The rate of growth is what we are talking 
about. There will always be some growth, will there not / 

Mr. V. A. Jounson. Yes, sir. 

Senator Monroney. In the field of airmail, this is the best possible 
adapted cargo if we have only the converted passenger type of plane. 
It is highly condensed, it is high-value cargo, and it can afford a rate 
far beyond what you can pay for ov eralls or furniture or radios or 
television sets. 

Mr. V. A. Jonnson. Correct, sir. 

Senator ScHorpreL. You suggested a selected average, 1968 air- 
eight rate of 10 to 12 cents, if I remember correctly. 

Mr. Putver. That is right. 

Senator ScHorppet. Actually, how did you arrive at this figure ? 
Mr. V. A. Jounson. This would have been arrived at by computing 
what we would consider to be the direct operating costs of a modern 
urfreighter 

Senator Scnorrpre.. Which is not yet in existence / 

Mr. V. A. Jonnson. Yes,sir; which is not yet in existence. 

And then adding to that our feelings about what the cost of ground- 
handling and other costs might have to be. 

Senator ScnoepreL. What percentage did you use on ground-han- 
dling ¢ _ 7 

Mr. \ ‘ Jounson. To put it quickly, sir, these figures would en- 
visage an air rplane whose direct operating costs would be at around 4 
cents per ton-mile, or less. So that the balance would be all of the 
other costs that would be involved including ticketing, ground han- 
dling, clerical, administrative costs by the airline. itself. 

Senator Scuorpren. What consideration did you give to the load 
factor ¢ 

Mr. V. A. JonNnson. Quite a bit of consideration, sir. This is one 
of the most important factors that must be considered in any new air- 
craft, the loadability and unloadability, of course, of the aircraft. 
And to make this as easy as possible and as economic as possible, is 
one of the principal design features that you would consider in any 
modern cargo airplane. 

Senator Scuorrren. Of course, we have not as yet the type of plane, 
that is yet in the future. 

Mr. V. A. Jounson. Yes, sir. 

Senator Scnoerrer. It is agreed upon—there is apparently en- 
gineering which has been crystallized to the point where we can say 
here are the blueprints, now we can manufacture. 

Do you believe the industry can supply the Nation’s needs for cargo 
planes with a single-plane type, or will we need several types now? 
What is your best judgment on that ? 

Mr. V. A. Jounson. We, I am sure, would say several types are 
needed. 

Both the military and the commercial carriers have different kinds 
of flights operating under quite different conditions, and for that rea- 
son to get the most economic airplane for each of those conditions 
would require at least two or three types. 

Senator Scnoerren. I have also in mind the need for a short-range 
plane, operating at low cost. 
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Mr. V. A. Jounson. Yes, sir. We would agree to the necessity 
someday for such a plane, as soon as possible. ; 

Senator Scnorrret. Has your company done any design work on 
the new project on the cargo plane? 

Mr. V. A. Jounson. We have done a good deal of design work, sir, 
in several categories, for different kinds of c argo airplanes. 

Senator Scuorrren. That is other than the C-130 Hercules? 

Mr. V. A. Jonnson. Yes. The C-130 is really not basically a cargo 
airplane, sir. The C-130 is an airplane bought by the Air Force as 
an assault transport, and the missions required of such an aircraft are 
considerably different than the missions of a pure cargo airplane. 

We have done some design work on a derivative of that airplane 
for pure cargo, and we have done a great deal of design work on 
other types of cargo airplanes. 

Senator Scuorrret. About how many firm contracts or orders are 
required, generally, in your judgment, now, before your firm could 
begin production on this cargo-type plane? 

Mr. V. A. Jonnson. I think, sir, we are rather public on that ques- 
tion, due to our experience of last ‘fall, and we, I am sure, would say 
we would feel that orders for 100 aircraft in hand are definitely in 
prospect. 

Or definitely in prospect would be required before we could afford 
to go forward in the development of such an aircraft. 

Senator - HOEPPEL. You put your figure at a minimum of 100? 

Mr. V. JOHNSON. Yes, sir. 

Senator ‘Sc HOEPPEL. How long would it take you to produce a 
plane? 

Mr. V. A. Jounson. From design, I guess, what, Dick, 30 months? 

Mr. Putver. It would be 28 to 30 months, we feel. 

Senator Monroney. Could I ask a question there? Assuming that 
the plane would carry a motor already tested and in use, such as the 
Tyme-12—the U.S. Government having dropped its Allison develop- 
ment work—then what would be the time element ? 

Mr. Putver. That engine in its status of development seems to def- 
initely be compatible with the timespan I mentioned, the progress on 
that engine is such 

Senator Scuorpre.. I can’t quite hear you. 

Mr. Putver. It would be compatible with the 28 to 30 months. 

Mr. V. A. Jounson. By the latter part of 1962, assuming an im- 
mediate go-ahead now, for the latter part of 1962 or the early part of 
1963. 

Senator ScHorrre.. This would be a turboprop? 

Mr. Putver. That is one of many that we have studied. We have 
also studied turbofans, we are not by any stretch of the imagination 
wedded to. 

Senator Scuorpre.. I understood the Hercules 207 was the work 
you had done, primarily for the earliest possible delivery, would 
be a Hercules 207, with the turboprop ? 

Mr. V. A. Jonson. Yes. 

Senator Monronry. The propellers are already developed, the 
motor is already developed, the wait for ed aa of U.S. motor 
for similar capacity would delay this a good deal, if it is ever 
developed. 
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Mr. V. A. Jounson. Additionally, sir, there is one other factor to 
be considered in that kind of question, which is the time spent in- 
volved in design and conception, in the case of the airplane of which 
you speak, it is a derivative or would be a derivative of an existing 
airplane and the development timespan is reduced to some extent by 
that fact, as well, rather than having to start from a plain piece of 
paper, so to speak. 

Senator ScuorrreL. Of course, after this plane would be built, we 
have got the timelag in there before certification, or before it could 
be put into regular operation. 

renerally that depends upon how it is approached. What length 
of time do you generally figure is elapsed there ? 

Mr. V. A. Jounson. This would be going on concurrently at the 
same time as the development and refinement of the airplane, so that 
the two ought to come out about the same. 

Senator ScHorrre.. About the same. That would be the length of 
time you said a while ago? 

Mr. V. A. Jounson. Yes, sir; 28 to 30 months. 

Senator ScHorprer. That is what you would figure on ¢ 

Mr. V. A. Jonnson. Yes, sir. 

Mr. Putver. It is rather common practice in the bringing into be- 
ing of a new airplane, that while the customer may be training his 
crews and getting operational experience, that the certification work 
is being done cone urrently, so that at some point beyond that 28 to 30 
months, the two will come out together. 

Senator ScHorrreL. Does your company assist prospective pur- 
chasers in securing financing of their aircraft ? 

Mr. V. A. JoHnson. Senator, the answer to that quesetion is a 
very complicated one. On occasion we do. It seems any more in 
the commercial airplane business, particularly of course, every deal 
that is made is on a different financial basis than any previous one. 

Senator Scuorepren. I think it would be helpful for us to have 
something in the record if you care to, or if you can. 

Mr. V. A. Jounson. I am not prepared now, sir, to speak specifi- 
cally on this, except to say in general there have been occasions when 
we have gone on the paper, so to speak, in aiding a customer to buy 
a commercial airplane. 

On most occasions, fairly standard procedures are followed, where- 
in the customer either has the money or is able to borrow it through 
normal commercial channels and pay us in that way. 

Senator Scuorpret. Do you take trade-ins? 

Mr. V. A. Jounson. We have been forced to in recent years. 

Senator ScHorrpre,. You didn’t use to do that at all? 

Mr. V. A. Jounson. No, sir. We have gone into the used air- 
plane market in recent years. 

Senator Scuorprre.. I believe on page 11 of your statement, you 
discussed the curve labeled “Source A.” 

You further state that, “This is from a widely discussed report of 
an independent nonprofit research institution. 

Mr. Putver. That is right. 

Senator ScuorpreL. Would you mind giving us the benefit of who 
that was? 

Mr. Putver. The Stanford Research. 
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Mr. V. A. Jounson. Stanford University ? 

Senator Scuoepret. It is helpful to us to have that in the record. 

Mr. Putver. Yes, sir. 

Senator ScHorepreLt. We may be going to several places for addi- 
tional information on that. . 

Who among the shipping public do you think will benefit if the 
cargo aircraft are made available under this proposal ? 

Mr. V. A. Jonnson. You are talking now about people who would 
ship airfreight ? 

Senator Scuorprer. Yes. From the standpoint of the shipping 
public, have you figured out or had analysis made where the 
greatest benefit would fall to the shipping public? 

Mr. V. A. Jounson. Product lines, I guess, you would be referring 
to in this case, sir. 

Mr. Putver. This is part of the intensive look that all of us—— 

Senator Scuorrret. Maybe I can clear it up. What I have in 
mind, would the shipping public, say, within 300 to 500 miles, bene- 
fit greatly ? 

Mr. Putver. 300 to 500 miles from the source of the product? 

Senator Scnorpret. Yes. I am going to outside considerations, 
generally, out of the emergency type situations, which we all know 
fall in and carry a higher rate, but I mean generally the shipping 
public. 

Mr. Putver. I would say the public in that distance would definite- 
ly benefit, because such is the case right at the moment. 

There are considerably less inventories being carried in such things 
as automobile servicing parts in that distance, by virtue of being 
able to get 24-hour shipments from central warehouses, such as 
Detroit. 

This is particularly true, I know, in the Atlanta area, and that is 
in that general distance range. 

Mr. V. A. Jounson. I think, however, sir, to be more directly re- 
sponsive to your question, I will say we don’t have all the detail of 
the study, and this detail will show up what you are getting at 

robably, which areas, which distances, and so forth, could be bene- 

ted most. 

Senator Scuorrret. Are you in the course of completing a study 
on that, or will you have anything within a reasonably short time, 
and you could submit for the record? I think it would be helpful 
if you could. 

Mr. V. A. Jonnson. We would be very glad to do that. 

Senator ScHorrrer. You have a lot of the smaller cities that have 
smaller airports. I am sure you take all those into consideration. 

Mr. V. A. Jounson. Yes; we certainly do. We will be very glad to 
submit that for the record. 

Senator Scuorpre.. Could you at the same time, I am not asking 
you to do it today, because obviously you may not have the informa- 
tion with you here. 

Could you furnish fér the benefit of the committee here several 
examples of financial assistance rendered by the purchasers and sub- 
mit it for the record ? 

Mr. V. A. Jounson. I am sure we would be glad to do that, sir. 
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Senator ScHorpret. | have heard that a modern cargo aircraft 
ean carry freight cheaper than a converted DC—6, even if the DC-—6 
is carried on the books at $1. Is there any support for this state- 
ment 

Mr. V. A. Jounson. I think that would be absolutely true, yes, sir. 

Senator ScHorpret. You think it would be true? 

Mr. V. A. Jonnson. I would think it would be very much true; 
yes, sir. 

Senator Scuorpret. Would you mind elaborating on why you 
think that would be true? 

Mr. Putver. Well, in previous testimony, in statements made, and 
I believe Senator Monroney mentioned this on a few other occasions 
while I have been present, the matter of being able to maintain and 
sustain the operation of these older aircraft is becoming more and 
more costly. That the airplanes of course, have to be maintained, the 
engines have to be overhauled and replaced, and the structures have 
to be occasionally altered, changed, or modernized. 

The cost of doing this becomes very high. 

Senator ScHorrret. Are your cost curves on that kind of work— 
are they fairly high? Does the curve show a rapid increase, or has 
it been a gradual increase ¢ 

Mr. Putver. It is more gradual than rapid. But the older the 
vehicle, it is just the same in the case of automobile; the more the 
maintenance costs go, and the harder it is to obtain parts. 

Of course, if you have to wait for 48 or more hours to replace a 
given part, the airplane is not making any money while it is on the 
ound: The load factor, I think, can be counted upon in the newer 
aircraft to be higher. 

This, again, is a matter of interest. 

Mr. V. A. Jounson. I think a rather dramatic example to illus- 
trate what Mr. Pulver is talking about is that we used to figure back 
in the days of our early Constellation sales to airlines for carrying 
passengers that, of the cost to the airline of carrying passengers, only 7 
percent of this cost was attributable to the capital cost of the purchase 
of the aircraft. 

The balance of the costs -were in all of the various other factors, 
the fuel consumption, the ground handling eee the maintenance 
costs that Senator Monroney has spoken about in these hearings the 
last day or two, and so forth. 

Senator Monroney. Could I ask a question there on the type, too. 

Aren’t you finding that the overhaul time on motors for turbine- 
powered aircraft is just about double the service between major over- 
hauls as it was on the prop-driven aircraft? The number of moving 
parts are so greatly reduced 

Mr. Putver. The number of hours between overhauls has greatly 
increased, which cuts down on that particular cost of operation. 

Senator Scuorpret. Mr. Chairman, I would just like to ask about 
two other approaches. I am not asking you to give them now. I 
would appreciate it if you could get them into the record, before the 
hearing concludes. 

As I see it, I would like to see two assumptions documented, and 
I would be glad to hear from any witness who appears in here; that 
isthe reason I am posing this to you. 
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These are the assumptions: (1) Passenger aircraft converted to 
cargo use are too uneconomical to be profitable. I would like for you 
to furnish for the record your views on that. 

(2) If ton-mile costs were reduced to a 9- to 10-cent level for air 
cargo, a big market for airfreight would spring into being. 

Those are the assumptions that are present. 

Mr. V. A. Jounson. Senator, I think the entire burden of our testi- 
mony today, sir, was addressed to your second question. 

The answer to your first question is a demonstrable fact, based on 
the charged rates by airlines for air cargo today because today they 
are in such operations using converted passenger aircraft for cargo, 
and if the rate can be reduced by 50 percent, then we have answered 
the second question in this study, and the first question is purely a 
matter of engineering so to speak and economics, and our estimate 
of what those factors all will add up to in the way of a total cut to 
the customer when he finally buys a shipment to go from one place 
to another. 

I don’t know if I make myself clear, but I don’t know that we could 
supply you, sir, anything different than we already have done, if you 
get my point. 

I don’t mean to be unresponsive, sir, if I misunderstood your 
question 

Senator Scuoerre.L. Mr. Chairman, unfortunately in about 5 or 10 
minutes I have to go. I appreciate your giving me the opportunity of 
asking these questions. 

Senator Monronry. We greatly would appreciate it 1f you could 
find time in regard to your family to be here to pursue this questioning. 

I understand we will have a witness next week, an expert who has 
studied this field a good deal, a professor in economics, and an air cargo 
expert from the University of Washington who has agreed to come. 

I think he has done a great deal of work, perhaps more than any 
other individual in this field. I think he can probably answer some of 
these questions in more detail. 

Senator ScHoepre.. If you will excuse me. 

Senator Monroney. Thank you. 

Could I clear up some points briefly, and I want to then turn it over 
to your distinguished Senator from California. 

There might be a little confusion in the record. You said from 28 to 
30 months would be required from the “go ahead” date to the time of 
delivery of the aire raft if you used the "Tyme-12, and used the basic 
design with modification and improvements on your present C-130 to 
come out with the 207 Hercules. 

Now, would it be ready at the end of 28 or 30 months for full produe- 
tion by your Augusta plant, or other plants as well # 

Mr. Putver. Yes. 

Mr. V.A. JoHNson. Yes, sir. 

Senator Monronrey. You would have no trouble acquiring the 
motors or the airframe or the skilled labor that would be necessary / 

Mr. Putver. This, of course, has to be qualified by some reasonable 
assumption as to rate of production, how many a month. You can 
completely lose the place if you assume a number that is too high, but 
we feel it 1s proper—— 
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Senator Monroney. Your plant has the capacity to produce a good 
many, once you settle on the design and it is certificated and ready for 
produc tion. 

Mr. V. A. Jounson. We have a capacity to produce all that can be 
sold, yes, sir. 

Senator Monroney. If you started a completely new design to bring 
about what you consider to be the ultimate perfected airframe and 
powerplant, what would the length of time be from orders until 
delivery, on that aircraft ? 

Mr. Putver. That could probably take another 8 to 10 months at 
least. 

Senator Monroney. Eight to ten months, and you think you would 
have it ready within that span of time, is that correct ? 

Mr. Putver. Yes. 

Mr. V. A. Jounson. And to that time, of course, Senator, must be 
added the time of processing by the Air Force of the competition and 
the evaluation of that competition. 

Senator Monroney. I see. 

But on the present plane, it could be fairly well evaluated as to its 
capacity, since it is an enlarged model of a present-day plane with 
improved powerplants and range, that you feel the time would be 
considerably shortened beyond the 8 to 10 months from the goahead, 
to produce the airplane ? 

Mr. V. A. Jonnson. Yes,sir. 

Senator Monroney. Roughly, what would you guess that time 
to be? 

Mr. V. A. Jonnson. Do you mean the total time difference ? 

Senator Monroney. Yes. 

Mr. V. A. Jounson. We would probably guess, sir, about a year 
and a half difference. 

Senator Monroney. About a yearanda half. 

In other words, we are talking now on the one plane of say an 
April 1962 delivery on the 207 Hercules? 

Mr. Putver. Yes, sir. 

Senator Monroney. We would be talking then about a date of 
January 1964, is that correct, on the idealized plane? 

Mr. Putver. Yes. 

Mr. V. A. Jonnson. This would be our guess, yes, sir. 

Senator Monroney. I see. One other question and then I will turn 
it over to Mr. Engle. 

The existing plane that we are talking about now, being a turboprop, 
and the idealized plane generally being a turbofan, both planes could 
carry a substantial load within the limits of the requirement of the 
military for a 3,500-mile range with somewhere in the neighborhood 
of 50,000 or above capacity, is that correct ? 

Mr. V. A. Jonnson. Yes, sir. 

Senator Monroney. The difference would be in the speed ? 

Mr. V.A.Jounson. Yes, sir. 

Senator Monroney. What would that difference be, sir? 

Mr. V. A. Jounson. 150 to 200 knots, within that range. 

Senator Monroney. But the carrying capacity would be just about 
the same? 


Mr. V. A. Jounson. Yes, sir. 
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Senator Monroney. And the performance on the airfield is about 
the same ? 

Mr. V. A. Jonnson. No, sir. The performance of the props on 
airfields, of course, would be better. 

Senator Monroney. You could get into shorter fields ? 

Mr. V.A.Jounson. Yes,sir. — 

Senator Monroney. They said they could get out of a 5,000-foot 
field over a 50-foot barrier with a turbofan, with the maximum load, 
for 3,500 miles. 

Can you get into a shorter field ¢ 

Mr. V. A. Jounson. I guess we would like to stand on our general 
statement that a propeller airplane will operate more flexibly out 
of more fields than a fan airplane will operate out of. 

I don’t mean my remarks to be construed as to any opposition on 
our part to a fan airplane. A fan airplane has many fine values, 
and a prop has some, too. They have different values in some re- 
spects, but both have fine values. 

Senator Monroney. And the cost of operation generally on the 
turbofan aircraft, could be within the 4- or 5-cent-per-ton-mile for 
ranges of, say, 1,700 miles and upward, could it not ? 

Mr. V.A.Jonunson. The turbofan? 

Senator Monroney. Turbofan? 

Mr. V. A. Jounson. Yes, sir. 

Senator Monroney. But the turboprop, considering that it is a 
slower aircraft, would deliver about the same cost per ton-mile? 

Mr. V. A. Jounson. Yes, sir, or if anything, very slightly better, but. 
not enough to be significant. 

Senator Monroney. Pretty close ? 

Mr. V.A.Jounson. Yes, sir, very close. 

Senator Monroney. But below 1,700 miles, what would be the rela- 
tive operating advantages of one or the other ¢ 

Mr. Punver. I believe the advantages would increase as the distance 
decreased for the propeller. 

Senator Monroney. For the turboprop / 

Mr. Putver. Yes. 

Senator Monroney. So that if a plane of the characteristics you 
describe and which could be ready for delivery in 28 months were in 
the inventories of either the military or commercial air fleet, the 
change to a turbofan would not necessarily obsolete it, is that correct! 

Mr. VY. A. Jounson. Correct, sir. This goes back to our response to 
Mr. Schoeppel’s question, about the desirability of more than one type 
of aircraft. It is our definite feeling that at least two or three types 
are needed, and both of these might very well be bought in the future. 

Senator Monroney. You do foresee a market for the shorter hauls 
as well as the coast to coast, or overocean, or even a one-stop inter- 
mediate coast to coast ¢ 

Mr. V. A. Jonnson. Yes, sir. 

Senator Monroney. Would you as an aircraft manufacturer, feel 
that such a plane, which might be succeeded by the turbofan a year 
and a half or 2 years later, would be a drug on the market or an ugly 
duckling, approaching the decrease in value that we have seen in the 
reciprocating motor type of aircraft as the jets have come in in the 
passenger field ? 
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Mr. V. A. Jonnson. No, sir. We would like the opportunity to 
build both airplanes, sir. 

Senator Monroney. And probably would be submitting designs for 
both ? 

Mr. V. A. Jounson. Yes, we certainly would. 

Senator Monroney. And not feeling even the advent of an im- 
proved long-range model of the turbofan would necessarily stop the 
production of the turboprop / 

Mr. Putver. It could very well complement it. 

Senator Monroney. It would fill the need of many operators that 
will not fly coast to coast or distances of 1,700 or 2,000 miles between 
stops ¢ 

Mr. V. A. Jonnson. That is right. 

Senator Monroney. Senator Engle. 

Senator Enotes. Thank you, Mr. Chairman. 

Did I understand you to say that if they built an airplane now that 
is succeeded by a better airplane in 3 years, that that fact wouldn’t be 
building obsolescence into our cargo fleet ? 

Mr. V. A. Jounson. It depends on the types of missions that they 
would be used for, Mr. Engle. Our point being that in our opinion 
you need airplanes of both types. 

Senator Enete. What kind of an airplane would you build first? 

Mr. V. A. Jounson. Well, I would like to oversimplify the answer 
to your question, sir, and say we will build the one first that somebody 
will buy first. 

I guess if we were deciding all these things, which, of course, we 
are not, we would probably propose that a propeller airplane, a turbo- 
prop airplane be built first, and to be followed very soon thereafter, 
or even concurrently, by the development of a turbofan cargo airplane. 

We think there is a very valid use for both types in the various 
markets that exist all over the world, commercial and military both. 

Senator Enate. Isthe turboprop presently in existence ? 

Mr. V. A. Jounson. No, sir; not of the type we are speaking of. 
There are many turboprop airplanes in existence—that 1s not quite 
right—we have to go back and say that the one being built in Canada 
is in existence. 

Senator Enate. It is the type we are talking about? 

Mr. V. A. Jounson. No, sir; not quite. It is not quite up to the 
standards, I don’t believe, that would be designed or sought after by 
the operators if they had their absolute choice, or by the military, 
either. There are several features about the airplane which I am 
sure would not be incorporated in a future design that someone might 
devise. 

Senator Eneie. So you would design a substitute for that, and 
then have in mind either concurrently or shortly thereafter a 
turbofan ? 

Mr. V. A. Jounson. Well, this would be the optimum condition we 
might hope for. I am not sure this would occur. We would hope 
that it would occur. 

Senator Enete. If an airline bought the turboprop, and got into 
business, and then the other airplane came along and outcompeted him, 
they would have to get out of the business they are in, wouldn’t they ? 

Mr. V. A. Jounson. Well, to use a simple analogy, Senator: Today 
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the American Airlines Co. buys both Boeing 707’s from the Boein 
Co. and buys the Lockheed Electra from the Lockheed Co. These 
are two very different types of airplanes. One a pure jet and one a 
turboprop, over different kinds of routes, for different kinds of mis- 
sions, and they both are useful to the American Airlines Co. 

We believe that the same sort of thing would occur in the freight 
business as well. 

Senator Enete. It might all right, if their operation were broad 
enough to permit it, otherwise they might find when they ran out of 
ability to compete they would have to seek other markets that would 
be practical, and those markets either would have been taken over by 
somebody else or wouldn’t be available. It would create a financial 
hazard, it seems to me, as an airline operator, I wouldn’t relish. I 
wouldn’t like the idea of sitting there with a flying machine that was 
going to be obsolete in 3 years and facing the possibility that some 
fellow would come along having not theretofore been in the busi- 
ness and take the turbofan and beat my ears off competitively. 

Mr. V. A. Jounson. He wouldn't beat his ears off, sir. 

Senator Enexe. And leave me with a flying machine. 

Mr. V. A. Jounson. He would beat him only in one respect, and 
that is speed. 

Senator EnoGie. He would beat him on cost, too, wouldn't he? 

Mr. V. A. Jonnson. No, sir. 

Mr. Putver. Very little. This matter of obsolescence I don’t think 
is So severe as you might imply. Everything is relative, of course. 
Just like last year’s car is obsolete on December 31 from next year’s 
car, it hasn’t become obsolete in the true.sense of the word as far as 
earning power is concerned. The trucking industry could be used as 
an example there. Better trucks are being built all the time, and yet 
there are some that are still in existence that are paying their way, 
and then some. 

Senator Eneie. Turn to page 12 of your statement. I would like 
to have you explain that chart tome. It starts with today, which is 
February 1960. 

Do I understand that you assume for the purposes of this chart 
that this airplane is in existence ? 

Mr. V. A. Jonnson. Yes, sir. 

Senator Encie. And operating ¢ 

Mr. V. A. Jounson. That it is ordered into existence. 

Senator Enete. It is ordered into existence? 

Mr. V. A. Jonnson. Yes, sir. 

Senator Enexe. In other words, this presupposes your leadtime of 
28 to 30 months, is that right ? 

Mr. V. A. Jonnson. Yes, sir. 

Senator En@ue. So actually this chart contemplates placing into 
the operating inventory of the aircargo carriers the airplane that you 
have in mind but which is not yet built by 19—the latter part of 
1962? 

Mr. Putver. That is correct. It would place it into operation in 
the latter part of 1962 and early 1963, and that explains for the rather 
flat rate of buildup in this projected cargo total up until 1964, and 
then it increases somewhat more rapidly. 
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Senator Encie. But you do not expect to hit the 10 cents a ton- 
mile until 1968 ? 

Mr. Putver. That is the basis of our assumption ; yes, sir. 

Senator Eneie. That is the significance of what you are saying, is 
it not ¢ 

Mr. Putver. Yes. 

Senator Enaie. Prior to that you would have a rate that: would be 
higher than 10 cents a ton-mile? 

Mr. Putver. Correct. 

Senator Ener. Could I ask a clarification there? That would 
resume, however, that part of the freight on the older plane would 
C moving at 23 cents a ton-mile, so it is intermixed with the new 
10-cent a ton-mile rate which should come into being shortly after 
delivery of the new aircraft for the freight that is carried in that 
plane. Would that be true? 

Mr. Putver. That is right. And in our page 27 we indicate that 
even out in the 1968 period, 25 percent of the freight will still be 
carried in this ever-increasing capability in the bellies of the pas- 
senger airplanes, the jets and piston and turbine-powered saa 

But that as you will notice is a decreasing thing, and reaches a 
point where we predict out by 1968 to be only 25 percent. It also 
shows that in 1962 a very small percentage would then obviously be 
carried in this turbine airfreighter, because it wouldn’t be around 
before then. And then it slowly increases for the next year, and 
then takes a rather rapid step upward. 

Senator Eneie. What will be the freight carrying costs of the 
CL-4, per ton-mile? 

Mr. V. A. Jounson. We are not entirely familiar with the answer 
to that question, Senator. We think the direct costs would be in the 
neighborhood of 5 cents a ton-mile, over a reasonably long run. 

Mr. Putver. Probably some of the operators who have purchased 
that airplane could clear that up. 

Senator Enere. That is within 1 cent of what you are driving at, 
isn’t it? You are driving at 4 cents? 

Mr. V. A. Jounson. Yes, sir; but direct operating costs is not the 
only factor that has to be taken into consideration. 

Senator Eneie. You have to have ground operating equipment, 
too? 

Mr. V. A. Jounson. Yes, sir; and in this case you have an airplane 
that has a high floor, 10 to 12 feet high, and this means ground 
handling costs, additional to—— 

Senator Eneite. Do you know what they project their ton-mile 
total cost at ? 

Mr. V. A. Jonnson. I doubt if you—it would be difficult—certainly 
we don’t have any such figures. 

Senator Enoie. Then don’t try to answer it. I will try to find 
out from somebody else. 

But what I am driving at is this: You presented figures here that 
indicate a very dramatic increase in aircraft cargo. What I am 
asking is, if the CL—44 is getting down into the 5 cents a ton-mile 
direct costs won’t we have a chance within the next year to see whether 
or not such a phenomenal breakthrough is going to occur ? 

Mr. V. A. Jonnson. Toa limited degree. 
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Senator Eneie. You have confidence enough in your own figures to 
go ahead and manufacture this airplane? 

Mr. V. A. Jonnson. We will have confidence enough when somebody 
orders the airplane from us, sir, in sufficient quantities to allow us a 
break-even point. 

Senator Eneip. What you mean by that is this, that if the air 
carriers are convinced by your figures, and they are willing to bet 
their money on them, you will build them the airplanes ? 

Mr. V. A. Jonnson. Yes, sir. 

Senator Enore. That is a safe way to do it, there is no doubt 
about that. 

Mr. V. A. Jonnson. It is the only safe way in the commercial busi- 
ness, sir. 

Senator Eneir. Now, how, in your opinion, will this help ? 

Mr. V. A. Jounson. This really, Senator, is a question for the pros- 
pective borrowers under the terms of the bill, the customer rather 
than for usto answer. The problem of financing is the problem of the 
air carrier. Therefore, I would have to assume that if they feel that 
the guaranteed loan provisions of the bill would be helpful to them, 
then they will, of course, say so, and this would be the manner in which 
it would help them. 

From the manufacturer’s standpoint, we, of course, must look to the 
customer for this sort of advice. 

Senator Eneuie. Then you wouldn’t say, and you regard your com- 
ment as more or less irrelevant as to whether or not you are either for 
or against the bill ? 

Mr. V. A. Jonnson. Yes, sir. To put it more specifically, sir, we 
don’t have a position on the question of the guaranteed loan. 

Senator Encie. You wouldn’t either want to take a position with 
reference to the alternative I suggested this morning while question- 
ing the preceding witness, namely, wouldn’t it be more intelligent to 
get the airplane before we started to underwrite the loans on it? 

Mr. V. A. Jounson. It would be a very happy circumstance from 
our standpoint if that were to take place. Our fear would de that this 
would not occur. 

Additionally, there is one other problem, of course, and that is that 
in the writeoff of the development costs, which, of course, would be 
very substantial for any cargo airplane, that the military would like 
very much to have the commercial people share the cost of this develop- 
ment by buying as they would perhaps units of aircraft and amortizing 
over each unit the development cost—a share of the cost. 

If the development were conducted entirely by the military, then 
they would feel that they were providing, and I feel, an airplane for 
the commercial people. Perhaps this would not be quite what they 
would want to do. 

From our standpoint, if it could be done that way it would be fine, 
but I guess we would doubt very much that it would get done that way. 

Senator Eneie. If we just decided here in this committee that the 
Federal Government was going to have to develop a good cargo air- 
plane anyway for its own uses, as a part of MATS’ hard core obliga- 
tion, and that that airplane in many respects would overlap the civilian 
requirements, and we are just going to put up the money to provide the 
development costs, and ask these various companies, including Lock- 
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heed, through the proper authorities, to enter into competition as they 
have done many times, you think you would have no objection to that 
rocedure, either, would you ? 

Mr. V. A. Jounson. We would certainly bid on such an aircraft; 
yes, Sir. 

Senator Eneie. You would be glad to sit down and sharpen your 
pencil and go right to work on it, wouldn’t = Q 

Mr. V. A. Jounson. We certainly would. 

Senator Eneie. If the Federal Government did pay the develop- 
ment cost on such an airplane, and if that airplane could be converted 
to civilian use, as the Boeing 707 was, we come out with a good cargo 
airplane to take care of what MATS wants to do, and we probably 
would have one, if not in all particulars, acceptable to civilian uses, 
would overlap in major areas civilian uses, would it not? 

Mr. V. A. Jonnson. This is a very arguable question, sir. The 
answer to your question is very arguable. 

I guess the many airline people would not answer “Yes” to your 
question on the grounds that they might like to have more say-so in 
the design and features of the aircraft. 

Senator Ener. They didn’t holler very much about the Boeing 707. 

Mr. V. A. Jounson. Well, the Boeing 707 is not quite as you de- 
scribed in your hypothetical case, because in this instance there was a 
derivative designed specifically for commercial use. Even the de- 
velopment of the derivative was a rather expensive project. 

Senator Enete. I understand that, and I assume the same thing 
would happen in this instance. In other words, you fellows are pretty 
sharp, and you would see the potentialities of what you were doing, 
and you would probably have two sets of drawings going along at the 
same time. 

What is the development cost of such an airplane? What if you 
were handed a set of specifications right now, in line with what the 
Secretary testified to this morning, in round figures what would you 
think it would cost ? 

Mr. V. A. Jounson. We have been studying that a bit, sir. 

Senator Ener. To put that program together. 

Mr. V. A. Jounson. You are talking about a turbofan airplane 
which would go up to about. 3,600 miles, or up to 5,000 under some cir- 
cumstances, and which would carry under some circumstances about a 
70,000-pound payload. 

Senator Ener. He already said he had 4,000 miles on there, and all 
these others. 

Mr. V. A. Jonnson. To shorten up the answer, sir, we have read the 
proposed systems operating requirement that they have proposed, and 
we would estimate that certainly the development of such an aircraft 
would cost over $100 million, and probably in the neighborhood of 
$130 or $140 million. This is not taking into account the develop- 
ment cost of the engine. 

Senator Eneir. There is one other question that interests me. This 
is a very provocative study. Lockheed is in the business of building 
airplanes, not operating them. 

Mr. V. A. Jounson. That is right. 

Senator Eneie. Why did you go to all the trouble of doing this? 

Mr. V. A. Jounson. Because we wanted to advise ourselves as to 
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what markets exist, or might exist, and out of such advice to ourselves 
determine whether it is an area or a market that we might wish to 
pursue. 

Senator Enexe. It would seem to me a study like this might come 
out of an operating airline, or a carrier of some type—— 

Mr. Putver. They have made similar studies. 

Mr. V. A. Jounson. They, I am sure, have made similar studies. 

Mr. Putver. They applied the operation of research techniques, 
and combined the data from the Stamford Research Institute into a 
single analysis. As Mr. Johnson says, we wanted to satisfy ourselves 
there is truly a market on this. 

Senator Ene. I compliment you on your initiative. 

Mr. V. A, Jounson. Thank you, sir. 

Senator Ener. Thank you. 

Senator Monroney. The development cost you said could be $100 
million or $130 million on the idealized turbofan. What would you 
anticipate the approximate development cost would be on Hercules 
207s? 

Mr. V. A. Jounson. About $85 to $90 million. 

Senator Monroney. Eighty-five to ninety million ? 

Mr, V. A. Jounson. Yes, I should divide that into two portions, sir. 

When I use the word “development” I use it perhaps a little more 
loosely than some of your previous witnesses have used it. We 
normally divide such costs into two factors. One of these is develop- 
ment, the other is tooling, but the combination of those two would be 
$85 to $90 million in the case of the Super Hercules, and in the case 
of a Fan, $130 million, perhaps. 

Senator Monroney. Can you give us any idea just off the cuff, 
as to the relative cost of the two? 

Mr. V. A. Jonnson. You mean the selling price? 

Senator Monroney. The selling price, yes, commercially. 

Mr. V. A. Jounson. I think we have something on that. Our very 
rough estimates—wel]—— 

Senator Monroney. I know this is off the cuff, so the record should 
show this is a guestimate. 

Mr, V. A. Jounson. It is not an estimate in the case of the Super 
Hercules. . In that case we have gotten pretty sure of our figures 
because of a more intensive study. In that case it is about $4.4 million 
per airplane. 

Senator Monroney. Flyaway ! 

Mr. V. A. Jounson. F lyaw ay cost; yes,sir. In the case of the Fan, 
it perhaps would be in the neighborhood of $6 million per airplane. 

Senator Monroney. What quantities / 

Mr. V. A. Jounson. One hundred. 

Senator Monroney. That is 100? 

Mr. V. A. Jounson. Yes, sir. 

Senator Monronery. Recapping again, although, I do not mean 
to be repetitious. The carrying capacity of both Toei are prac- 
tically equal ? 

Mr. Putver. Yes, sir. 

Mr. V. A. Jounson. Yes; that is essentially correct. 

Senator Monroney. Up to, say, 3,000 to 3.500 miles. 

Mr. V. A. Jounson. That is essentially correct. 
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Senator Monroney. The performance could be a little bit better on 
a short field with the prop rather than with the Fan ? 

Mr. V. A. Jonnson. Yes, sir. 

Senator manees: The operating costs for the general limits of, 
say, between 2,000 miles up to 3,500, would be substantially the same? 

Mr, V. A. Jounson. Yes, sir. 

Senator Monroney. That below the 2,000 or 1,500 miles, the turbo- 
yrop would have the advantage on the operating costs, operating at 
idee altitudes, and not having to climb out to the higher altitudes? 

Mr, V. A. Jounson. Yes, sir. 

Senator Monroney. So as an airplane manufacturer you would not 
believe that the one that was built at the earliest possible time would 
necessarily be a drag on the market, in the event that the idealized 
aircraft, according to what you know about the state of the art. todav. 
was brought in? 

Mr. V. A. Jonnson. No, sir. 

Senator Monroney. All right. Thank you very much for the study 
that you have done on this, and the help that you have given this 
committee in trying to enlighten ourselves and the country on the 
problem of this air cargo. 

Mr. V. A. Jounson. Thank you very much for the opportunity to 
appear, sir. 

Senator Monroney. Thank you, sir. 

Our next witness is Mr. Alwin W. Johnson, executive vice president. 
of Slick Airways. 

Mr. Johnson, we appreciate your interest in the matter of air cargo, 
and your willingness to wait over. I understand you were supposed 
to be in California, but you waited over for us to be able to hear 
you, and we greatly appreciate this courtesy. 

Mr. Atwin Jonnson. Thank you, I have a prepared statement 
which I would like to have the privilege of reading. 

Senator Monroney. Yes, sir. 


STATEMENT OF ALWIN W. JOHNSON, EXECUTIVE VICE PRESIDENT, 
SLICK AIRWAYS, INC. 


Mr. Atwin Jounson. Mr. Chairman and members of the commit- 
tee, | appreciate the opportunity to appear before your committee in 
support of S. 2774, since I sincerely believe you are concentrating on 
an issue which goes to the very core of the questions of whether we 
will have a successful air cargo industry in this country and whether 
we will have, in the event of an emergency, the aircraft in being 
required by military logistics and national security. 

Slick Airways, one of the original certificated all-cargo carriers, 
has a vital interest in legislation such as S. 2774 which will promote 
the development and utilization of modern, efficient aircraft in the all- 
cargo industry. During the period 1946-57, Slick Airways trans- 
ported close to one-half billion ton-miles of air freight, nearly one- 
fifth the total air freight carried by the entire domestic industry dur- 
ing that period. Despite severe losses, borne entirely by its stock- 
holders, Slick continuously strove to promote all-cargo transportation 
on an efficient, economical basis. However, the unavailability of 
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proper equipment for all-cargo operations proved a serious handicap 
in those efforts. 

Slick Airways temporarily suspended common carrier air freight 
service in 1958, but plans to resume that service this year. The first 
phase of our resumption of service will employ the best of current 
aircraft types, Lockheed 1049-H’s. 

Senator Monroney. What is that in the passenger service? Is 
that. a Super Connie? 

Mr. Atwin Jounson. That is a Super Connie we will use in the 
cargo air freight service this fall. 

Senator Monroney. You previously used some C-46’s and DC-6’s/ 

Mr. Atwin Jounson. We used DC-4’s, DC-6’s, and C+46’s. 

However, commencing in October 1961, Slick Airways plans to con- 
vert its fleet to prop-jet and pure jet all-cargo aircraft, provided ade- 
quate financing can be obtained for this modernization program. 
The passage of S. 2774 is thus an important step in assuring the 
success of Slick’s plans. 

Slick Airways sincerely believes that all those who are truly in- 
terested in the prompt and reasonable development of all-cargo trans- 
portation will support S. 2774. Some passenger carriers, who look 
upon the air freight business as a byproduct of passenger operations, 
may, of course, react negatively to any proposal to accelerate the use 
of low-cost aircraft specially designed for cargo. 

At this point, I might mention separately from the prepared state- 
ment, none of the passenger carriers to this date have ordered any 
turboprop cargo aircraft, with the exception of Pan American, which 
ordered the Super Hercules 207, shortly after we did last summer, 
and which contract was subsequently canceled. 

Senator Monroney. Canceled by you or by the company ? 

Mr. Atwin Jounson. Well, it was canceled by the terms of the 
agreement which provided for Lockheed to enter into production on 
this airplane, and establish firm delivery dates which they were unable 
to do. 

Senator Monronery. The order, as I understood, was taken on a 
contingency that other aircraft would be sold so that the production 
and development costs would be thereby equalized on a larger number 
of planes? 

Mr. Atwin Jounson. That is correct. They had hoped to receive a 
military order for that aircraft, which would allow them to amortize 
those development costs between the military and the commercial 
operators. 

However, the future of air freight lies in all-cargo operations, not 
passenger plane operations, and S. 2774 is quite properly designed to 
develop the all-cargo end of the air freight industry. Opposition 
motivated by passenger carrier considerations should not be allowed 
to enter into the evaluation of this proposed legislation. 

Slick Airways is wholly in accord with the congressional policy 
objectives stated in this bill, and believes that the loan guarantee 
legislation proposed will materially assist in achieving these objec- 
tives. Slick’s own experience in the air freight industry and its 
modernization plans afford a vivid illustration of the beneficial results 
which this legislation can achieve. 
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The need for modern turbine-powered aircraft : 

In the past the all-cargo industry has been compelled to accept for 
the most part hand-me-down equipment designed primarily for pas- 
senger service rather than freight service. The i has enjoyed 
neither the permanency nor the financial ability to do otherwise. The 
use of this inferior equipment in all-cargo operations has resulted in 
high rates and a consequent slow growth of air freight traffic. Air 
carriers have been unable to tap vast quantities of freight now moving 
by surface means because to do so would require rates far below direct 
and indirect operating costs of the obsolete equipment which the 
industry has utilized in the past. 

The turbine-powered aircraft which will soon be available will radi- 
cally change this picture. As I previously stated, Slick Airways ex- 
pects to purchase some of these aircraft, provided the purchases can 
be financed. In 1959 we ordered six Lockheed 207 Super Hercules 
aircraft, but were forced to cancel this order because Lockheed could 
not guarantee production and a satisfactory delivery schedule. We 
now have outstanding a letter of intent for Slick Airways to order 
two Canadair CL-44D’s, with an option of four additional CL-44D’s, 
and we also have an option for purchase of two Boeing B-735’s. 

I might add also that we have looked at the cargo version of the 
Douglas DC-8, but because of longer delivery, delay in time, we feel 
that the Boeing 735 may come in sooner. 

The CL-44D’s are propjets, and the Boeing 735’s are turbofan pure 
jet aircraft. 

Senator Monroney. Isthat Boeing 735 a swing-tail ? 

Mr. Atwin Jounson. It comes in two versions. It comes in a side- 
loading version and a swing-tail version. It, depends on which type 
the purchaser desires. 

Slick is also working toward final arrangements for completely new, 
modern ground handling equipment designed specifically for the oper- 
ation of cargo jet aircraft. 

If financing and other terms can be arranged. Slick expects to have 
a completely modern fleet of four CL-44D turboprop aircraft and 
four Boeing B-735 pure jets by April 1963. Portions of this fleet 
should be acquired and put into operation in 1961. Both of these 
modern aircraft have substantial capacity. The payload of the 
CL-44D is about 35 tons, and the payload of the B—-735 is about 50 
tons. Both aircraft operate at high speeds, with estimated direct 
operating costs between 314 and 414 cents per ton-mile. With this 
modern fleet, plus modern ground handling equipment and procedures, 
Slick Airways proposes in 1962 to do the following : 

1. Reduce airfreight rates to as low as 8 cents per ton-mile in the 
largest weight category. 

2. Institute tariffs designed to yield at 70 percent load factor an 
average of 11 cents per ton-mile. This is a reduction of about 40 per- 
cent from current levels. 

3. Offer a military and commercial contract service at rates even 
lower than commercial common carrier tariffs. 

4. Haul any kind of mail in the fastest and largest aircraft available 
at 12 cents per ton-mile. This is a reduction of two-thirds from trunk- 
line priority mail rates and is the approximate cost now of railroad 
transportation service to the Post Office for hauling fourth-class mail. 
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5. Carry air express at common carrier rates between 11 and 14 
cents per ton-mile. 

6. Provide direct air service starting in 1962 to 22 cities and expe- 
cited truck service to 13 cities. 

7. Provide, starting in 1963, a capacity of approximately 513 million 
ton-miles per year, flying approximately 48,000 route-miles per day 
with an average daily utilization of 9.8 hours. ‘ 

8. Provide a modern, efficient fleet of aircraft which will be imme- 
diately available for military purposes in the event of peacetime emer- 
gency, limited war, or full-scale conflict. 

As I stated, the projected annual capacity of the Slick fleet in 1963 
exceeds 500 million ton-miles. This large capacity is only a small 
proportion of the airfreight potential which is available on the basis 
of Slick’s proposed equipment, service, and rate level. On the basis 
of studies, the aircargo potential at the tariffs Slick contemplates is 
now in excess of 25 billion ton-miles per year, and will be even greater 
in the future. This aircargo market consists of (a) freight now mov- 
ing by truck distances of 400 miles and over at rates with which Slick’s 
proposed tariffs will be competitive; (6) the mail movement which 
now exceeds 1 billion ton-miles moved fifth zone or greater; (c) rail- 
way express tariff, and (d) new markets created by the jet aircraft at 
low rates. In the years subsequent to 1962, substantial penetrations 
of this potential will be made by Slick and other air carriers who 
operate fleets of modern all-cargo aircraft. 


NEED FOR FINANCIAL STABILITY 


Slick’s planned fleet of four CL-44D propjets and four B-735 pure 
jets will require a substantial expenditure. We estimate that this 
fleet, plus the necessary modern ground equipment and the establish- 
ment of a station network, will require a capital investment in excess 
of $66 million. 

At the present time, in view of Slick’s lack of permanent certifica- 
tion and subsidy eligibility, it is questionable whether Slick could 
finance such a capital investment on any kind of reasonable basis. In 
the past, Slick has been compelled to pay interest rates of up to 15 
percent on new capital. Such financing costs represent a virtually in- 
surmountable barrier to expansion plans. Financing should be avail- 
able at a cost of about 5 percent if the all-cargo industry is to develop 
properly. Slick believes that Government guarantee of loans for the 
purchase of modern aircraft and ground equipment, as proposed by 
S. 2774, would be a major contribution toward obtaining this kind 
of financing. Such legislation would stimulate renewed lender con- 
fidence in the future of the airfreight industry and bring forth in- 
vestment funds on much more reasonable terms than are presently 
available. 

At this point, I would like to direct my attention to the questions 
that were brought up by Senator Engle and Senator Lausche this 
morning, about why we are not able to finance this type of venture 
through normal commercial channels. 

First of all, the all-cargo carriers are all relatively small companies. 
They do not have permanent certification ; they are operating on tem- 
porary certificates of public convenience and necessity. 
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We are not eligible for subsidies. So we go to the banks with a 
position of weakness, even though we are able to show that through 
the use of this equipment that we can operate profitably with it- 

The banks require certain standards of working capital, certain 
ratios of equity to long-term debt. They usually will loan about 50 
or 60 percent of the fair market value of the aircraft, and want repay- 
ment over a period of not over 5 years. 

Senator Encie. Of course, what Senator Lausche was saying was, 
as he read this bill, the requirements were of such a nature and strict 
enough in his opinion to meet bank standards, and under these pro- 
visions, either the varrier would be able to go to a bank, or if he 
couldn’t meet those terms the carrier wouldn’t get the benefit, then, 
of this legislation, which would leave such carriers out. 

I think that is what the Senator was driving at. This language is 
pretty stiff, and reasonable assurance of the air carrier’s ability to 
repay the loan in the time fixed therefor. 

It is a matter of interpretation, of course, but I am sure that is what 
he had in mind. That is, this language is such that if you meet it, you 
ought to be able to get the money out of the bank, and if you can’t meet 
it, you couldn’t get money from either one of them—either the bank 
or the Government. 

Mr. Atwin Jounson. I believe the bank standards are much more 
rigid than are provided by this bill. The bill provides that we must 
make a showing of a prospective earning power of these aircraft in 
order to show ability to repay, but the bill does not. provide for 5-year 
repayment, and doesn’t require certain standards of relationship 
between equity and long-term debt. It doesn’t provide for certain 
standards of working capital, which are details which the banks re- 
quire—detailed standards, 

Senator Eneue. I assumed that the banks put those in because they 
regard them as reasonable conditions underlying a reasonable assur- 
ance of repayment of the loan. Now, maybe they just stick them in 
there to be troublesome and place onerous requirements on the bor- 
rower that has no relationship to the borrower's ability to repay. 

It would seem to me what the bank is trying to do is loan money 
it can get back with interest. Every requirement that it puts in is a 
requirement, or should be in my opinion, a requirement that has some 
relationship to the validity of the loan itself. 

Will the Board insist on that or not? It seems to me that if we 
adopt this legislation we ought to define very clearly where these 
areas are in which the loan function, or the guarantee function of 
the Federal Government, is soft, compared to that with what the 
normal banking program would be. 

So if they only go, say, 60 percent of the way, and we want to go 
80, as you suggest in your statement, that we make clear what we 
are doing, just where we are softening this up, so that the carrier who 
can’t qualify under regular banking procedures will know the limits 
within which he would be permitted to qualify and be considered a 
reasonable risk under this legislation. 

Otherwise there is no bottom to it. In other words, any fellow 
that could operate pretty well down there in the department, and do 
: pretty good selling job, evidently could get himself a secured 
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Mr. Atwin JoHNsoN. Only if he could satisfy the requirements, sir, 
as laid down in the bill, as they are today. 

Senator ENGLE. They are so nebulous is what I am saying, Mr. 
Johnson, that unless you adopt the standards which prevail in the 
banking community, the word “reasonable assurance,” has no measur- 
ing stick. The only measuring stick that can be applied in the measur- 
ing stick applied in the banking community. Now, they have certain 
prerequisites to what they regard as carrying with it the reasonable 
assurance, such, for instance, as some of these matters that you have 
mentioned. 

What I say is, they do not put them in there just for the fun of it, 
or to create onerous requirements on their borrowers, when their 
business is loaning money. They regard those factors as checkpoints 
which they insist on in order to be convinced that there is reasonable 
assurance in there, the banker’s mind. What I am saying is what 
happens down here at this administrator—what standards does he put 
on it ? 

If you do not apply banking standards, you have to apply some- 
thing less. I say, if we are going to apply less than banking standards, 
then the law should define what they are, so that you know what we are 
doing. Maybe we should not require that loan to be paid in 5 years, 
or as some witnesses are going to suggest, 15 years, or that we ought 
to go to 80 percent rather than 90 percent of 75 percent. But, in any 
‘ase, it seems to me they ought to be lined up very carefully. 

We know to what extent we are softening up the loan require- 
ments insisted on by the banking community to create what they 
regard as reasonable assurance. That is what I am talking about. 

{r. ALwin Jounson. I think, Senator. 

Senator Eneie. And I am sure that is what Senator Lausche had in 
mind. 

Mr. Atwin Jounson. I think those things should be kept in mind. 
But I also think it should be kept in mind what the objectives are of 
the banks in loaning money, and what the objective of the Govern- 
ment is in passing this legislation. 

The banks establish very rigid standards, because they want to 
minimize their risks. They want to loan money—they want to be 100 
percent sure they are going to get it back. They are not in the busi- 
ness—they do not want to repossess airplanes, and they just make the 
standards just as strict as they possibly can. They also do not have 
the incentive that you have in building up an air fleet, all of which 
will go into the Civil Reserve Air Fleet program, and which will 
allow the military to have a fleet in being without any charge against 
their own appropriations. 

Senator Enete. I understand that, and we are not in disagreement 
about it. All I am saying is that to the point that we make this a 
“soft” loan area, the chairman, some 2 or 3 years ago, suggested a 
development loan fund, internationally in “soft” currencies, or soft 
loans as he called it. This is the first time I ever heard of a Senator 
suggesting something, later having it adopted and getting any credit 
forit. Usually somebody else will lug off the credit. 

Senator Monroney very properly got the credit for that. But we 
ought to define those limits and what they are, and if we decide to 
do it as a matter of policy, and we have done it in some instances 
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where we feel the national purpose is supported by the Government 
advancing, crediting fields where bankers would not do it. We ought 
to clearly define those. I think we are talking about the same thing. 

Mr. Chairman, I am going to have to leave, and inasmuch as Mr. 
Johnson was kind enough to address these remarks to me, I would 
like to clarify one thing and then I am leaving not because of a lack 
of interest in your testimony, Mr. Johnson, it is just because I have 
some things I have totake care of. 

I read Mr. Rentzel’s testimony before the CAB hearing and as I 
read it, I got the impression that he says that Slick could still get 
the capital. The question is, are you still able to get that capital he 
says— 

Answer. Yes, I think so. 

I think it would have been impossible at the time we suspended service, at 
least very difficult. I think with the new horizon on aircraft that is available 
and will make the airfreight business profitable, that adequate financing can 
be obtained. 


This comes through your associates and principal stockholders? 

Answer. Yes. 

If I understand your statement, here, what you are saying is that 
you cannot afford to pay the kind of money you have been paying, 
the interest you have been paying for these loans. 

In other words, what you are saying is that—and I do not read your 
statement as in conflict with what Mr. Rentzel said, because if I am 
in error I wish you would correct. me—he said, “Yes, we can get it,” 
and what you are saying is, yes, but we do not want to get that kind 
of money, it costs too much, isn’t that the answer ? 

Mr. Atwin Jonnson. That is partly so. We can probably get 
some equity capital, but I do not think Mr. Rentzel meant we could 
get sufficient equity capital or borrow money through normal com- 
mercial channels to take care of a program of this magnitude. We 
could probably get started. 

Senator Monroney. I think the Senator from California, Mr. 
Engle, has put his finger on it. 

I refer to page 6, paragraph 9 of the bill, where the terms of the 
loan are indicated—“unless the Board shall have found (1) that with- 
out such guarantee the air carrier or other person would be unable 
to obtain necessary funds for the purchase of such cargo aircraft on 
terms which are reasonable and compatible with efficient and profit- 
able operation.” I think you touched that right there, Senator Engle, 
that you cannot pay 15 percent for your financing of these planes and 
make it come out with that kind of a deadweight load on your 
operation. 

Mr. Atwin Jounson. Correct. 

Senator Monroney. Therefore, it is in the interest of national de- 
fense, and the interest of developing a brandnew section of the avia- 
tion industry which will probably dwarf the passenger industry in a 
few years, that the loan, the guaranteed loan, should be subject toa 5- 
or 6-percent rate, which would make the operation of the plane very 
profitable. 

Mr. Atwin Jounson. That is absolutely correct. 

Senator Monroney. We are in complete agreement on the reasons 
that make it necessary for some kind of financial help, particularly in 
this current type of market. We note the overloaded liability side of 
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even the greatest of the airlines who have just recently gone into 
complete reequipment on jets and turboprops so as to keep pace with 
the rapidly moving change in the passenger field. And they are not 
apt at all to go into a heavy encumbrance of their present balance sheet 
for aircargo planes until some of this other liability is paid down, is 
that not correct ? 

Mr. Atwin Jounson. That is correct. 

Senator Enete. I am sorry to have to leave, Mr. Chairman. I am 
happy with your statement, Mr. Johnson. 

Raheto Monroney. You may proceed, Mr. Johnson. 

Mr. Atwin Jounson. I would like to point out that Public Law 
85-307 which established a governmental guarantee with respect. to 
loans to local service air carriers for the purchase of aircraft provides 
a significant precedent for S. 2774. 

I would like to point out in that connection that there have been 16 
applications for guaranteed loans by the local service carriers and to 
this date 9 guaranteed loans have been made. 

As in the case of local service carriers, the aircargo industry desper- 
ately requires financial stability to attract the ¢ -apital to finance mod- 
ernization and expansion of service. 

Surely the development of a sound aircargo industry in this country, 
responsive to both commercial and military shipping needs, is as much 
in the national interest as the considerations which resulted in passage 
of local service guaranteed loan legislation. 

Senator Monronry. You are io aware of the $500 million author- 
ization passed in 1958 by this very committee for the purchase of rail- 
road equipment on an insured loan basis, in which 15-year payout is 
authorized and no fixed ratio for the equity participation of the rail- 
roads in that loan is required. 

Mr. A. W. Jonson. Yes, sir. 

Senator Monroney. We have a lot of history behind loan guarantees 
to merchant marine, which are quite extensive. 

Mr. A. W. Jonnson. That leaves the aircargo industry as being one 
of the sole industries not receiving any kind of support. 

Senator Monroney. The aircargo industry has never been subsidized 
by the Federal Government. 

Mr. A. W. Jounson. No; it has not. 

Senator Monroney. There has never been any bill that has ever 
reached the floor of either House proposing such a subsidy. 

Mr. A. W. Jounson. No, sir. 

Secretary Monroney. Therefore, you do not consider this bill in 
the nature of a subsidy. 

Mr. A. W. Jounson. No, we do not. 

Senator Monroney. This bill proposes making secure the financial 
arrangements for the purchase of modern cargo airplane with low- 
cost performance, on which the operator must pay 25 percent cash. 
Would you not say, as an aircargo operator, this plane would be a 
very valuable bit of security in the hands of anyone if it had to be 
repossessed ? 

Mr. A. W. Jounson. It certainly would. 

Senator Monroney. It probably would enjoy a quick sale, probably 
for more than the unpaid balance on the plane. 

Mr. A. W. Jonnson. That is correct. 
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Accordingly, Slick Airways believes that guaranteed loan legis- 
lation for the aircargo industry should afford at least the same pro- 
tection to the lender as that enacted for local service carriers. How- 
ever, S. 2774 would provide a Government guarantee limited to 90 
percent of the loan and only 75 percent of the purchase price of 
modern all-cargo aircraft, as compared to Public Law 85-307 which 
established a guarantee of 90 percent for both the loan and the pur- 
chase price. We respectfully submit that S. 2774 should be amended 
to provide the same percentage limits as those now applicable to lo- 
cal service carrier aircraft purchase loans. 

I would also like to point out that the existing Canadian air- 
craft purchase loan legislation, which is another excellent precedent 
for S. 2774, provides for an overall guarantee of 80 percent of the 

urchase price of aircraft obtained from Canadian manufacturers. 

his 80 percent overall guarantee is roughly equivalent to the cur- 
rent local service guarantee of 90 percent of the loan and 90 percent 
of the purchase price. Surely, it is in the national interest to afford 
the same financial stability to our all-cargo aircraft manufacturers 
and air carriers as that offered by the Canadian Government. 

The all-cargo industry needs immediate assurance of permanency 
and financial stability if it is to achieve its proper growth through 
modernization and expansion of service. The present plight of the 
industry is attributable in large part to inability to obtain capital 
on reasonable terms to finance modernization programs such as that 
of Slick Airways which I have just described. We accordingly 
strongly urge the passage of S. 2/74 with an amendment raising 
the maximum purchase price guarantee from 75 percent to 90 per- 
cent. 

Senator Monroney. Thank you very much, Mr. Johnson, for your 
statement. 

I notice that you had put orders in, you said, for the 207 Hercules, 
which was canceled because there was a lack of other orders, the in- 
ability to deliver at a promised date. 

Your order of the CL—44, the Canadair, came after this cancellation, 
did it not? 

Mr. A. W. Jounson. Yes, it did. 

Senator Monroney. Since you were going to modernize, and be 
able to quote a ton-mile rate that would be almost revolutionary, but 
still capable of building up a large volume of transportation of air- 
cargo—you felt that you could wait no longer for your plans for be- 
ginning modernization of your fleet ? 

Mr. A. W. Jounson. We had to move in and order an airplane for 
delivery in 1961 in order to maintain our position in the industry. 
For competitive reasons we had to do it. 

Senator Monroney. I gather that even though you will be ahead 
of many of the other carriers, with this low-cost plane, you still feel 
that for the good of the industry that you should have this insurance. 

Mr. A. W. Jounson. Yes, sir, we absolutely need this kind of legis- 
lation to proceed on a sound basis. 

Senator Monroney. Since you chose the Hercules 207 first—I am 
only using that as the model which looks as though it would have been 
the first to have been delivered—did you feel it was a plane more suit- 
able to the needs of the American aircargo carrier than the CL-44? 
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Mr. A. W. Jonnson. Frankly, we preferred the Super Hercules 
207 and placed the order there first for several reasons. 

First of all, the operating standards of both aircraft are similar. 
There are certain things that are different about them, but the Super 
Hercules would have done the job at about the same cost, for a direct 
number of cents per ton-mile. 

The airplane would have cost us about half a million dollars less 
per airplane, because of the currency exchange premium with Canada 
and because of the customs duty on the airplane. So the currency 
premium is about 5 percent, the customs tariff is 1214 percent, so we 
had an immediate extra charge of 1714 percent on the price of the air- 
plane. The basic price of the two airplanes was about the same. 

Senator Monroney. When a Canadian plane gets into American 
usage there will be a penalty of 1714 percent due to the exchange dis- 
advantage and the tariff? 

Mr. A. W. Jounson. That is right. 

Senator Monroney. Also, was there any factor in the truckbed 
loadability of the Super Hercules, vis-a-vis the 10-foot-high fuselage, 
twin tail, of the CL-44? 

Mr. A. W. Jonnson. Absolutely. The Lockheed 207 had a truck- 
bed height for loading purposes, and the Canadair’s floor is about 
101% feet off the ground. 

There was also another advantage in that the Super Hercules could 
be landed and taken off on short airstrips. 

Senator Monroney. Another matter now. We had testimony that 
perhaps they could begin deliveries of the Super-Hercules 207 within 
about 28 months. That the idealized turbofan all-cargo, genuinely all- 
cargo plane perhaps would be a year and a half behind that. 

Would this deter you as a commercial operator from purchasing 
the first plane available, or would you as a prudent operator feel that 
it would be wise to wait until the turbofan was perfected a year and 
a half later ? 

Mr. A. W. Jounson. No; I think it would be very poor business 
for us to wait. 

We think that the turboprop airplane has a definite place in this 
industry, and we think the pure jet has a definite place in this in- 
dustry. We feel that both airplanes are necessary. 

Senator Monroney. You mention that you feel that the volume of 
aircargo that goes beyond 400 miles could be very advantageous cargo 
under your proposed tariff. 

Mr. A. W. Jounson. Yes, sir, that is a definite market for air cargo, 
because of our ability to reduce the rates to a point comparable with 
the truck rates for those distances. 

Senator Monrongy. Then the operating statistics which were 
brought out I think earlier, of the better performance at lower cost 
for the shortrange of the turboprop aircraft, would still make this 
a very usable aircraft in your fleet for these ranges in which you 
would expect to develop commercial cargo, particularly within the 
United States ? 

Mr. A. W. Jounson. That is correct. 

It will have a definite place in our route pattern, because we — 
to ultimately serve 22 cities, and obviously some of those route legs 
are going to be around 400 miles. 
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Senator Monroney. Is it not also a fact, then, in the development 
of large-scale air cargo, it is going to take a great deal of on-loading 
and off-loading at various stops to make these huge planes profitable 
during the early stages, as you are developing the volume of business 
that will move by air? 

Mr. A. W. Jounson. Well, that is certainly true. 

Senator Monroney. In other words, you have a lot more chances to 
pick up or discharge freight if you’ve got 10 stops across the country 
than if you have none? 

Mr. A. W. Jounson. That is correct. Of course, you have the dis- 
advantage that when you make 10 stops you are not able to give the 
service, the long-haul service that you are when you go nonstop. So 
you need several airplanes in order to perform an adequate service 
and in a timely fashion. 

Senator Monroney. If you did have that capacity of the same plane, 
that one could go nonstop, the second plane could pick up and dis- 
charge as it goes along, so you would have what you might call trans- 
continental and limited service ? 

Mr. A. W. Jounson. That is right. We would have feeder service 
going into points which would be picked up by the long-range air- 

lanes. 

Senator Monroney. So this would not make this plane an “ugly 
duckling” in any form ? 

Mr. A. W. Jounson. Far from it. 

Senator Monroney. Sir? 

Mr. A. W. JouHnson. Far from it. 

Senator Monroney. You mentioned that you would be competitive 
with truck freight. 

Can you give me some estimate of what premium would have to 
be charged for movement of cargo by air over truck commodity 
rates ? 

Mr. A. W. Jounson. Well, at distances of over 400 miles, we feel 
that the rates that we are suggesting in our tariff will be relatively 
the same as what the truckers are getting for those distances. 

Senator Monroney. Surely you mean, though, it might be the same 
for the delivery of the product because you could crate it with much 
lighter material or ship it uncrated in some cases, where if you move 
it by truck you have to use a heavy dunnage in the crating and pro- 
tection of the product, or do you mean to say you will quote practi- 
cally the same rate as truck rates between two points, pound for pound 
ina package? 

Mr. A. W. Jonnson. For those distances; yes, sir. 

Senator Monronery. Then you would be perhaps 10 percent under? 

Mr. A. W. Jonnson. We may be, because of these 

Senator Monroney. Eliminating the dunnage that has to come 
from heavy packing and very carefully bracing of the carton or of 
the wooden crate that it is shipped in, is that correct ? 

Mr. A. W. Jounson. It is entirely possible that would happen, and 
also we would be giving them the added advantage of speed. 

Senator Monroney. Which certainly is a great advantage. 

Mr. A. W. Jounson. Some of the-things that the studies indicate 
that will cause what we believe will be a great breakthrough in the 
air freight potential. 
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Senator Monroney. I thought I was optimistic about this, but | 
think you are more optimistic than I am. I always considered the 
very best you could possibly do would be perhaps a 10-percent ov erage 
for the convenience, speed, and lack of breakage, and other things 
that would occur by air-transported freight. 

Mr. A. W. Jounson. I think we will dol better than that. 

Senator Monroney. I am glad to hear that. 

Thank you very much for your very enlightening and complete 
statement. You have helped the committee a great deal, Mr. John- 
son. Weappreciate your appearance. 

We have Mr. C layton L.. Burwell, president of the Independent 
Airlines Association. 

We welcome you back to the committee, you have appeared before 
us many times, ‘and alw: ays have suggestions very enlightening to the 
c ommittee. 


STATEMENT OF CLAYTON L. BURWELL, PRESIDENT, INDEPENDENT 
AIRLINES ASSOCIATION, ACCOMPANIED BY HAROLD D. COPE 


Mr. Burweity. Thank you, Mr. Chairman, I have with me Mr. 
Harold Cope, if he may sit with me. 

Mr. Chairman, I filed a statement and I would like at the outset. 
if I may, to correct a figure on page 5 where the—— 

Senator Monroney. Page 5? 

Mr. Burweti. Where the estimates are 30 to 40 million ton-miles. 
That is obviously a typographical error. I will check it and advise 
the committee what the correct figure is. 

Senator Monroney. What should that be changed to? 

Mr. Burwe wt. I suspect a billion, Mr. Chairman, but I would feel 
better if I checked it. It is some sort of typographical error that has 
crept into it. 

Senator Monroney. Yes, sir. 

Mr. Burweui. Mr. Chairman, as you know the supplemental car- 
rier industry is composed of approximately 26 certificated supplemen- 
tal air carriers. The general role in which the industry has been cast 
is shown briefly by excerpts from several recent orders by the Civil 
Aeronautics Board. For instance, in the large irregular air carrier 
investigation, with which you are familiar, the Board stated January 
98, 1959: 

* * * that the supplemental air carriers were a significant part of the Nations 
air transportation system and that its policy should be directed toward their 
“continued healthy growth.” 

Further, in docket 5132, page 12, the CAB recognized the speciality of 
our industry: 

* * * the specialty is a service in large aircraft of a highly flexible, ready avail- 
able and generally nonluxury nature—roughly a tramp ship service of the air— 
meeting the fluctuating needs of the Nation’s defense, commerce, and the public 


at large wherever and whenever they arise, free from obligations to maintain 
frequent service over a fixed route. 


The flexibility and ingenuity of our industry was further clarified 
by the CAB in docket No. 5132, page 33: 


* * * the flexibility which members of this class of carriers have hitherto 
possessed, and which has enabled them to participate in introducing significant 


1e 
re 


~ 


rs 


te 


ht 


re 
he 


NT 


fr. 


et. 


es. 
ise 


ee] 
as 


ar- 
en- 
ast 
vil 
‘ier 
AT 


ions 
heir 


» of 


rail- 
ir— 
iblic 
tain 


fied 


erto 
cant 


LOANS TO CERTAIN AIR CARRIERS 279 


penefits to the public in fields of aircoach, all-cargo operations, charter services, 
and defense transportation. 

I may add, Mr. Chairman, it took us 7 years to get these state- 
ments based on slightly over 100,000 pages of testimony in the record. 

Again in the International Freight Forwarder investigation they 
said : 

We are satisfied that permitting forwarders to charter aircraft and to use sup- 
plementals on an individual shipment basis is in the public interest. 

Our industry is proud of the recognition that we are finally receiving 

in promoting new markets and are particularly proud of our record in 
performing for the U.S. defense efforts in transportation during both 
peace and war. 
S. 2774, as presented by the Honorable Senator from Oklahoma for 
himself and the Honorable Senator Symington, is both timely and 
necessary if our country is to preserve its leadership in air transporta- 
tion. The United States must take the leadership in air cargo trans- 
portation. In psychological and political terms, it is an avenue to 
more prestige and economic influence with the uncommitted nations. 
Supply and mercy missions to the remote areas of the globe are now 
arecognized weapon in the cold war. 

IT am sure the chairman will remember the Hungarian airlift as an 
example of this. 

The primary need for this cargo aircraft program is, of course, the 
desperate, urgent requirement for adequate defense air transporta- 
tion in case of military emergency. Our country must be in a position 
to “be there firstest with the mostest” with cargo airlift. In addition 
to being the backbone of our defense posture, great savings will re- 
sult in the curtailment of peacetime military and commercial supply 
pipelines through the substitution of air cargo for sea cargo. This, 
of course, results in the reduction and elimination of inventory levels 
and supply depots. At the close of the Berlin airlift in 1949, the late 
Gen. Hoyt S. Vandenberg, then U.S. Chief of Staff, said: 

It (the Berlin airlift) has convinced us * * * that we can fly anything, any- 
where, anytime and that the future of military air transportation is in big 
aircraft. 

During the original Berlin airlift, it required 178 C—54-type air- 
craft, flying 13,800 trips per month, to supply the required 135,000 
tons; today, the same tonnage can be carried by 10 C-133-type air- 
craft, carrying 50 tons each in 270 trips. 

I believe my recollection is correct that the commercial carriers 
participating in the Berlin airlift, that the then nonskeds or supple- 
mentals supplied more than half. 

Senator Monroney. You supplied a considerable part also of the 
Korean airlift, did you not? 

Mr. Burwe.t. Yes, sir, I believe we supplied well over half there. 

Senator Monroney. Well over half there. 

There was no commercial participation in the Lebanon ? 

Mr. Burwet. No, sir. I was interested in your discussion this 
morning with the Secretary. They called us on the eve of the Lebanon 
crisis and asked us how soon we could have planes available for them 
and how many, and my recollection is we gave them an answer within 
an hour and told them that we could have most of them flying inside 
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of 3 or 4 hours. But something happened, they didn’t ask for them, 

At the present time, unless le: adership by our country is forthe oming, 
there are indications that Canada, Great Britain, and the Soviet Union 
are well ahead of the United States in developing and producing an 
economical all-cargo aircraft and programs for continuously support- 
ing these aircraft. The failure of the United States to support a dy- 
namic program for the development of a national air cargo capability 
give leadtime advantage to other aircraft manufacturers, with the 
likely result that foreign carriers will obtain an even greater share 
of the international aircraft business available because of the terrific 
increase in productivity and reduced rates made possible by these 
modern cargo aircraft. 

Senator Monroney. I would like to stop you right there. 

This would be very true in the event that a low-cost operating and 
low-cost plane, subsidized perhaps by foreign governments, or even 
the Communist government, went into this world cargo market. If 
they are there first and can either place their planes on other foreign 
airlines, or even operate them themselves, they could be years ahead 
of us in this very vital field where the breakthrough looks like it will 
be made to be almost competitive, or below some forms of surface 
transportation, is that not correct ¢ 

Mr. Burwetv. Yes, sir. While it is somewhat beyond my compe- 
tence, one of the things I fear is, I think we are all grateful that 
Canada and Great Britain have developed what appears to be a very 
fine plane, but should Russia invent one, or perfect one, and sell it to 
a lot of uncommitted countries, at favorable prices, it seems to me that 
we would lose a great deal of prestige, that it does represent an eco- 
nomic penetration that was sought into the country, or a whole area, 
such as South America, that obviously is becoming more and more in- 
dlependent on air transportation. 

Senator Monroney. There isa great field for development in Latin 
America where the railroads do not serve many of the interior areas; 
is that not correct ? 

Mr. Burwetw. Yes, sir. I think they are having a leapfrog, witha 
very fine system, and it may develop sharper there than here. 

Senator Monroney. You ronal the penetration of Lufthansa 
prior to our entrance into the war, where practically all of the Latin 
American airlines, not only were flying German-made aircraft, but 
were using German pilots and navigators. It took a very swift move- 
ment and a tremendous expense on the part of the U.S. Government to 
persuade and to furnish the money for the Latin American countries 
to buy out these lines and put them under local management and equip 
them with American- made aircraft. 

Mr. Burweti. That is precisely the sort of fear I was suggesting, 
that these airplanes and the pilots, and the operations and the com- 
munications that go with them, are as much, in my view, a military 
weapon as they are a commercial one. 

Senator Monroney. But today, no matter how great the threat 
might be, how badly these modern cargo airplanes might be needed, 
or how much it might Advance our national interest in foreign policy, 
to help these countries with this breakthrough on the movement of 
air cargo, we do not have any plane capable of doing it; is that correct ! 

Mr. Burwery. We can only get the airplanes from whom is mant- 
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facturing them. We don’t have any to sell. It seems to me we are 
automatically frozen out of that type of help. 

Senator Monroney. We would look a little bit ridiculous, if we are 
giving foreign aid, or trying to in this deal, and we had to go abroad 
to Canada to buy the planes in order to furnish them to our Latin 
American friends south of the border, or in the Middle East or else- 
where / 

Mr. Burwe.i. To accomplish what is desired in mass air cargo 
transportation for both military and commercial uses, the following 
general specifications should be encompassed in the cargo aircraft: 

(a) Turboprop or jet powered. 

(6) Short field operational capabilities. 

(c) Payload of approximately 50 tons, with range of a minimum 
of 2,800 nautical miles. 

(d) Tariff goal of 13 to 14 cents per ton-mile. 

(e) Easy access loading. 

I think we have perhaps been overly conservative after hearing the 
testimony this morning on a couple of these specifications, but I believe 
everyone is talking in the same general area. 

With the exception of certain outsized and sensitive cargo, the char- 
acteristics of most routine military cargos are compatible with com- 
mercial cargo. In order to shorten produc tion schedule and cost 
duplication, military authorities should accept civil certification of the 
proposed aircraft. 

Mr. Burwe.i. This morning I think you pointed out, Mr. Chair- 
man, the great savings to M ATS if the airplanes that. they used in 
large measure for the hard-core requirements referred to were the 
same type planes that the commercial carriers were using as a new 
modern cargo aircraft, and you pointed out that the inventories that 
MATS kept would be less, and those of the commercial carriers less on 
occasions when they supported the military. 

I think that the savings also, with the interc hangeability of pilots, 
if the equipment were stand: urd, would result, and the interchangeabil- 
ity of maintenance crews would also result in terrific savings. 

Senator Monroney. This maintenance crew would be an especially 
important factor, would it not ? 

Mr. Burwe tu. So the military could work on commercial, and vice 
versa, at times when they are working in partnership, and particularly 
inan emergency operation. 

Because of a mistake in the thorough presentation Lockheed made 
on the projected market, I will skip that in the interest of time. 

I don’t think it is necessary to go into any detail on the potential of 
the cargo market once the appropriate aircraft has been designed and 
produced. Many studies on this matter have shown that the develop- 
ment of mass cargo air transportation has been frustrated because of 
lack of the proper aircraft. I think it would be safe to say, however, 
that by 1975 we can expect. cargo statistics to show 1,000 all-cargo air- 
craft, 30 to 40 billion ton-miles, and that cargo revenues will represent 
50 percent of the total airline revenues. Our country’s participation 
inthis development will be possible only by the dynamic leadership of 
our Government on the development of a sound air cargo plan. 

In evaluating the contribution that the supplemental air carriers 
can make in a massive breakthrough of the cargo market, we dial look 
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at the economic limitations of the route concept which requires seasonal 
supplementation, and even more particularly at the charter concept for 
cargo destined to off-route points and at the unusual planeload demand 
to on-route points on occasions. 

While we expect the route carriers, particularly the all-cargo route 
carriers, to be of enormous importane e in the development of all-cargo 
carriage, the size of their fleets and operations must be shaped to the 
‘argo demand over these routes. Otherwise, the 
age- -old airline dilemma of uneconomic and unusable equipment ‘dur- 
ing seasons of low traffic, or inadequate capacity to absorb all the 
demands during periods of high traffic, presents itself. 

Transatlantic passenger service is adequately cared fot by the route 

carriers for 9 months of the year, but the summer demand far exceeds 
ede capacity, and the influx of supplement: al equipment on a charter 
basis helps the public to move in this peak period. We anticipate the 
same type of fluctuation in the cargo market. 

Apart from the seasonal es in demand, we can anticipate 


demand for cargo movement dictated by 


Exactly. 


They 


special and sometimes temporary economic development. programs or 
circumstances whether they be on or off scheduled carriers’ routes. 

Equipment planning requires considerable leadtime and cannot be 
based upon speculative economic circumstances that may give rise to 
special and often short-lived demands for cargo movements. 

What I have in mind, Mr. Chairman, suppose the economic program 
and an industrial shot in the arm took place in Liberia. The perma- 
nent. prospects of an all-cargo route to Liberia may not be too opti- 
mistic, but for a temporary period, while an industrial program is 
is, I think, an ideal kind of a situation for a flex- 
ible charted, all-cargo fleet of some significance that could fill that 
need, and surely there must be many things i in the world going on of 
that. nature that. would create considerable demand. 

Senator Monroney. I quite agree with you, because MATS Euro- 
pean line now — at Frankfurt, and yet the traffic to north Africa 
fast, and many other places does not justify a aula’ 
route structure either by MATS or perhaps even a through structure 
by our commercial airlines. 

Therefore, rather than put this cargo or passengers, as the case may 
be, for passengers flying in cargo planes, on foreign airlines, or ship 
them by surface, then a charter by the United States to point of dest- 
nation would be a most economical, expeditious, and commonsense way 
to handle it. 

Mr. BurweE t. 
ing up a line occasionally in football. 

Senator Monroney. 
any time, with anything. 

Mr. Burwe . 

The most important contribution of the supplementals is in serv- 
ing the cargo demands to off-route points. The experience, flexibility, 
the Exchange authority and the incentive of the supplementals to 
promote this area of the market holds promise of success if efficient 
equipment can be 
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The logical vehicle for the development of this charter cargo is the 
Air Charter Exc hange authorization that is presently open to both 
supplemental air carriers and all-cargo carriers. 

The Civil Aeronautics Board, after thorough hearings and based 
upon the experience of the Exchange in coordinating charter move- 
ments, renewed the Exchange's authority and expanded its oper ations 
io include the international field i in November 1951. 

The Exchange is, in effect, a clearinghouse bringing together the 
shipper and the carrier by a “one call does it all” concept. 

Through centralized communications and the authority to sub- 
stitute one aircraft for another, depending upon which aircraft is 
nearest the point of origin of the mov ement of the traffic, the Ex- 
change coordinates a pool or fleet. of aircraft in charter operations. 
This pool of aircraft ranges from 75 to 100 aircraft. 

So far as we know, it is unique in air transportation anywhere in 
the world. There is the Baltic Exchange in London with an air 
division operating on a more restricted basis as an outgrowth of the 
300-year-old maritime shipping exchange. 

There is much interest in speeding the carriage of first-class mail 
by authorizing the Postmaster to contract for the ¢ arriage of first- 
class mail by air. First-class mail is a segment of the cargo market 
in question. 

The supplemental air carriers are ideally situated to assist m the 
arriage of this mail and are anxious to do so. They would, of course, 
provide an objective yardstick as to the quality of service and the 
rates charged by the all-purpose, route-type carriers, who have the 
exclusive authorization for the carriage of airmail and whose carriage 
of airmail might on occasions conflict with its responsibilities in 
carrying first-class mail. 

I am merely trying to say there, if they do too good a job in carry- 
ing the first-class mail, someone may inquire why you have to pay 
extra for airmail. 

We realize that without the Government's financial support, the 
passenger air transportation system that we are enjoying today would 
not have been possible. 

To a much smaller degree, the cargo air transportation industry 
now needs the support of our Government in order to insure our 
country’s maintaining a leadership in this field. 

We feel that this bill, when passed, will accomplish the aims as 
set forth, that is, foster national defense, the postal service, the de- 
velopment of civil aeronautics, air commerce in the United States and 
abroad. 

Senator Monroney. Would you suspend just a minute until I make 
atelephone call 

Mr. Burwe.u. Yes, sir. 

Senator Monroney. You may continue. 

Mr. Burwewi. Thank you, sir. 

S. 2774 provides for a downpayment of 25 percent and possible 
loans equal to 90 percent of the unpaid principal of the purchase 
price. Since the aircraft in question may well cost in the magnitude 
of $4 million it is believed that the downpayment provision is too 


high and should be placed at 10 percent rather than 25 percent for 
the followi Ing reasons : 
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The downpayment required of the local service carriers for 
equipment covered by Government loan is approximately 10 percent. 
In contrast to the relative lack of utility of small feeder equip- 
ment in filling peacetime or emergency defense needs, the cargo air- 
craft in question would be essential. In the unlikely event of carriers 
defaulting on payments of the Government loan, the Government 
could recover the equipment and offer it to the military before re- 
selling it. In all likelihood, the military would be purchasing the 
same ‘type of equipment so that the net result is that they would 
have the opportunity of acquiring the same equipment at bargain 
rate on default. 

It is our understanding that Canadair’s sale of CL-44’s were 
made possible by a Canadian Government. sponsored loan covering 
approximately 85 percent—I notice Mr. Johnson said that was 80, 
so I must be 5 percent too high on that—covering approximately 80 
percent of the purchase price. If this be true, U.S. manufacturers 
may find themselves at a disadvantage if less generous financing terms 
are offered on U.S. equipment. 

4. We are under the impression the Export-Import Bank on oe- 
casions will loan to foreign organization more than 75 percent of the 
purchase price on certain items. If this be true, a 25-percent down- 
payment requirement may make foreign carriers better able to pur- 
chase the cargo aircraft in question than American carriers by using 
the Export-Import Bank for this purpose. 

5. While the exchange controls a pool of aircraft, it does not have 
authority to i earnings or to pool the ownership of aircraft as 
between member carriers. We are dealing with a number of small 
businesses, which must each buy the aircraft. For operational pur- 
poses more than one aircraft per carrier would be desirable. In the 
light of this, there is some question whether the individual carriers 
could accumulate the 25 percent downpayment required in the bill. 

An all-out united effort on the part of the following departments: 
Department of Defense, Civil Aeronautics Board, Federal Aviation 
Agency, aircraft manufacturers and civil air carriers, will be manda- 
tory for the successful accomplishment of this program. Without 
the cooperation of each and all, the program may fail or half succeed, 
which would be a blow to our national defense and a sound economic 
air transportation plan. 

Senator Monroney. Thank you very much, Mr. Burwell. 

Would you favor the committee by inserting at the close or at the 
beginning, a list of your membership ? 

Mr. Burwe ... Yes, sir. 

(The information referred to follows:) 


INDEPENDENT AIRLINE ASSOCIATION MEMBER CARRIERS, SEPTEMBER 1959 


Airline Transport Carriers, doing business as California Hawaiian Air Lines, 
Hangar No. 3, Lockheed Air Terminal, Burbank, Calif. C. C. Sherman, 
president and director of operations. 

All American Airways, Inc., Postoffice Box 182, Miami International Airport, 
Miami, Fla. Robert C. Goodman, president. Operations, Bill MeNall. 
American Flyers Airline Corp., Meacham Field, Fort Worth, Tex. Reed Pigman, 

president. Operations, Hal Richards. 

Arctic-Pacific, Inc., Oakland International Airport, Oakland, Calif. James 

Springer, president. Operations, Bob Flynn. 
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Aviation Corp. of Seattle, doing business as Westair Transport, Box 40, Boeing 
Field, Seattle, Wash. R. S. Holbert, president. 

Capitol Airways, Inc., Berry Field, Nashville, Tenn. Jesse F. Stallings, presi- 
dent: Mack H. Rowe, vice president. Operations, Hank Benagh. 

Central Air Transport, Inc., 10527 Burbank Boulevard, North Hollywood, Calif. 
Fred R. Atkins, president. Bert Baughman. 

Coast Airlines, Inc., 13273 Ventura Boulevard, North Hollywood, Calif. James 
Sorthun, president. Operations, William Nolan. 

Coastal Cargo Co., Inc., Mercer County Airport, West Trenton, N.J. C. R. Baird, 
president. : 

Currey Air Transport, Ltd., Lockheed Air Terminal, Burbank, Calif. G. D. 
Thompson, vice president. 

General Airways, Inc., Portland International Airport, 10000 NE. 47th Avenue, 
Portland, Oreg. Gus Callas, president. Operations, contact Mr. Callas. 

Great Lakes Airlines, Inc., Lockheed Air Terminal, Burbank, Calif. I. E. Her- 
mann, president. 

Modern Air Transport, Inc., Newark Airport, Newark, N.J. John P. Becker, 
president. Operations, Tony Viglass. 

Purdue Aeronautics Corp., Purdue University Airport, Lafayette, Ind. Grove 
Webster, vice president. Director of operations, Raymond C. McKinley. 

Quaker City Airways, Inc., Administration Building, North Philadelphia Airport, 
Philadelphia, Pa. Herbert Sussman, president. 

Regina Airlines, Post Office Box 675, Miami Springs, Fla. E. J. Averman, presi- 
dent. Operations, Mr. Averman or Orlando Fernandez. 

§. S. W., Inc., doing business as Universal Airlines, 15410 Deerhorn Road, Sher- 
man Oaks, Calif. George S. Patterson, president. 

Sourdough Air Transport, Box 54, Boeing Field, Seattle, Wash. A. R. Johansen. 
Burbank office : 10901 Sherman Way, Sun Valley, Calif. 

Southern Air Transport, Post Office Box 114, Miami International Airport, 
Miami, Fla. F.C. Moor, president. 

Transocean Air Lines, Oakland International Airport, Oakland, Calif. Orvis M. 
Nelson, president; Joseph A. Reilly, vice president, suite 519, Barr Building, 
910 17th Street NW., Washington, D.C. Operations, William Keating. 

Twentieth Century Aircraft, Inc., doing business as Twentieth Century Airlines, 
10800 Sherman Way, Sun Valley, Calif. Operations, Bill Butler. 

The Unit Export Co., Lockheed Air Terminal, Burbank, Calif. R.R. Hart. 

U.S. Aircoach, Hangar No. 3, Lockheed Air Terminal, Burbank, Calif. Melvin N. 
Chapman, president. 

World Airways, Inc., Oakland International Airport, Oakland, Calif. Edward J. 
Daly, president. 

Trans-Alaskan Airlines, Lockheed Air Terminal, Burbank, Calif. 

Senator Monronry. Two questions, particularly, I would like 
to ask. 

One. There has been a question raised as to the difficulty of the mili- 
tary in getting private pilots to fly into dangerous zones to carry on 
an airlift in case of emergency. 

Do you think that Piles any kind of an obstacle whatever ? 

Mr. Burwe tt. I do not, Senator. I have heard this objection for 
10 years. I was, for a while, in the military myself, and I am sure 
you are thoroughly familiar with the precedent of World War II of 
the maritime civilians and whatever could be said about them, they 
certainly didn’t lack complete courage in going into combat areas. 

Senator Monroney. Wasn’t it a fact in World War II, before any 
regular service was flying the Atlantic at all, that private pilots 
ferried military planes, using the route south to Natal, I believe, and 
finding Ascension Island by one single radio signal and taking the 
planes in, many of them planes of short range, and some with merely 
auxiliary tanks in them? 

Mr. Burwewi. That ismy understanding. 
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Senator Monroney. Many missions were flown during World War 
II into areas which were heavily patrolled by fighter aircraft of the 
Nazis. 

Mr. Burwetu.. That is correct, sir. 

Senator Monroney. Some were lost, I believe. 

Mr. Burwe tt. I think quite a few were lost. 

I think that apart from certain technicalities, of which Federal bills 
you come under, I think there is basically the same motivation and 
the job done by both groups would be roughly comparable. 

Senator Monroney. So you feel there is no objection whatever ? 

Mr. Burwe tu. No, sir; I do not. 

Senator Monroney. I share that feeling with you, that the men 
would perform just as well and react just as rapidly and eagerly if 
there was need for their services. 

Another question has been raised. It appears if a plane is to be 
acquired within a reasonably short time, within 28 months’ leadtime, 
we might find that plane superseded by a new model with a turbofan 
within a year and a half later. 

Do you feel that would have any great impact on the value of the 
first plane if it happened to be insured under this loan ? 

Mr. Burwe... I think the impact would be relatively negligible, 
Senator. ; 

As I understand it, they fitted ideally for different types of carriage, 
up to a range of 1,500 to 2,000 miles, even with the turbofan on the 
market. The turboprop it is expected would be more economical. 

I think in talking about the cargo market breakthrough, we are talk- 
ing about economics and everything else is almost secondary. 

Apparently, beyond 1,500 to 2,000 miles, the cost is about equal, 
and there isa fair superiority in speed with the turbofan. 

I think there is adequate use for both, and I can only put it this way: 
I wish I had one of the turboprops when the turbofans come out, I 
think I could still make money with it. 

Senator Monroney. Isn’t it a fact many of our operators are still 
making money or trying to with the DC4’s? 

Mr. Burwewy. That is right, sir. 

Senator Monronry. A very slow plane, yet it still finds its place 
in the cargo picture? 

Mr. Burwett. I don’t think the turbofan was intended to supersede 
the turboprop for the use about which we are talking. 

Senator Monronry. Perhaps if the turbofan were available in 28 
months, and the turboprop in a year and a half, that many operators 
might still wait for the turboprop if they were domestic carriers and 
trying to pick up and discharge freight at numerous points, would 
that not be a fact 

Mr. Burwe tt. Yes, sir. I think apart from the cost of the air- 
plane, it is a more gradual transition for any operator, the pilot 
training, the maintenance, and several other features. The turboprops 
are a little better known as of now. 

In other words, I think there are indirect costs that would be 
figured. 

Senator Monronry. Then the original costs we had quoted to us of 
the plane would indicate quite a differential between an estimated or 
guesstimated cost of 4.4 million against 6 million, which would be a 
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considerable difference as far as the smaller operator is concerned ? 

Mr. Burwe.i. Exactly. 

Senator Monroney. But he could still meet a competitive rate be- 
tween 4 and 5-cents a ton-mile at almost any range, only sacrificing 
speed, not sacrificing cube or weight lift or operational functions, ex- 
cepting for the mere element of ‘speed, it would be a welcome plane 
for a number of years in the airfreight category. 

Mr. Burwe tt. I think so. I am not competent to discuss the de- 
tailed comparison of them, but I would, for our people, prefer the 
turboprop. It is just as cheap, and 150 knots in delivering cargo 
9,000 or 3,000 miles away in commerce, it isn’t that much of an 
emergency, and it has more versatility, because it is cheaper in a 
range shorter than 2,000 miles. 

Senator Monroney. It is different than passenger lines, where a 
matter of speed is a very great factor in the trip across the Atlantic. 
Fatigue that one undergoes in flying is thus lessened. 

Mr. Burwewu. That is quite correct. 

Senator Monronry. Therefore, one can see why with the true jets 
coming in on transatlantic and long-haul, nonstop coast to coast 
service, you have taken such a strong depreciation in your DC-6’s 
and your 7’s and your Connies. 

Mr. Burwewi. Exactly. 

Senator Monroney. But freight cars do not depreciate as rapidly 
as passenger cars, and freight cargo planes would have a much 
slower rate of depreciation, would they not, in use on the line? The 

value would be greater over a longer period of years than a com- 
parable all-passenger plane would be / 

Mr. Burweuu. I would anticipate that a good turboprop « cargo 
plane would be highly competitive in the market for 10 to 15 years. 

Senator Monroney. Your DC-4’s came on the line what yea 
about 1942—before that. 

Mr. Burweti. In commerce, in 1945 maybe. 

Senator Monroney. Connies were out before 1945. The DC-4, I 
think, was out as early as 1942. 

Mr. Burweun. I think it was manufactured in 1942 or 1943. We 
didn’t get any of them until 1945. 

Senator Monronry. You see, you had 18 years, and that plane is 
still a pretty good workhorse, even though it has a high cost per ton- 
mile. These new planes apparently will yield about the same cost 
per ton-mile, so unless some other major breakthrough comes which 
will lower that cost, which is not foreseen by any of the aeronautical 
engineers today, there will be very little lost by change of models or im- 


proved tec hniques that we know of now that would make these plane: 
a bad security risk. 


Mr. Burwe.. That is correct, sir. 

Senator Monronery. Thank you very much, Mr. Burwell, for your 
courtesy in appearing here and for the benefit of your statement. 

I would like to insert at the request of Senator Schoeppel the total 
1958 cargo ton-miles, both domestic and international of supplemental 


carriers. The statement is from the CAB Monthly Report of Air 
Carrier Traffic Statistics. 
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Cargo revenue ton-miles of all supplemental air carriers 
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Source: CAB supplement to the monthly report of Air Carrier Traffic Statistics for quarter ended 
Mar. 31, 1960, p. 41. 


Senator Monroney. I would also like, so it may be complete, to 
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show the breakdown of all scheduled airline carriers, both domestic 
and international, which the staff will furnish at a later date, together 
with the all-cargo certificated route carriers which will follow that in 
the record. 


Carriers having route certificates cargo revenue ton-miles, calendar year 1958? 
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Carriers having route certificates cargo revenue ton-miles, calendar year 1958 *— 
Continued 


[In thousa 


nds] 
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carriers). 

? Carriers on strike 
Nov. 21, 1958 to Dec. 
1958. 

3 Slick discontinued scheduled operations Feb. 22, 1958, 
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American, 
8, 1958; Capital, Oct. 17, 1958 to No 


Source: Carrier reports on CAB Form 41. 
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Senator Monroney. Off the record. 

(Discussion off the record.) 

Senator Monroney. On the record. 

Tomorrow we will hear Mr. Don W. Douglas, Jr., president of 
Douglas Aircraft and Mr. Stuart G. Tipton, president of Air Trans- 
port Asseciation, at 10 o'clock. 

This committee will stand in recess until 10 o'clock tomorrow 
morning. 

(Whereupon, at 5:08 p.m., the committee adjourned to reconvene at 
10 a.m., Thursday, February 11, 1960.) 





GOVERNMENT GUARANTEE OF LOANS TO CERTAIN 
AIR CARRIERS 


THURSDAY, FEBRUARY 11, 1960 


U.S. Senate, 
CoMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
SUBCOMMITTEE ON AVIATION, 
Washington, D.C. 

The subcommittee met at 10:08 a.m., in room 5110, New Senate 
Office Building, the Honorable A.S. Mike Monroney presiding. 

Senator Monroney. The Subcommittee on Aviation will resume its 
hearings on the aircargo bill. 

We are pleased today to have Mr. Donald Douglas, Jr., president of 
Douglas Aircraft Co. present. I believe you have a statement, do you 
not, Mr. Douglas? Do you care to come forward to the witness table 
and bring any one of your assistants with you that you wish. 

We appreciate very much your courtesy in appearing and permitting 
us to have the benefits of your research, thought, and consideration of 
this problem of aircargo. The chairman and members of the com- 
mittee are fully aware of much of the work your company has done. 
Even though there is no present Government program of acquisition, 
you have been looking far ahead into the future of aviation and the 
Douglas Co. has always looked forward and developed some of our 
greatest planes, both civilian and military. 

We are very happy to have you. If you will proceed in your own 
way, we will appreciate it. 


STATEMENT OF DONALD DOUGLAS, JR., PRESIDENT, DOUGLAS AIR- 
CRAFT CO., INC., SANTA MONICA, CALIF., ACCOMPANIED BY PAUL 
SMITH, MANAGER, MARKET RESEARCH, DEFENSE PROGRAMS, 
AND LEROY COOPER, SENIOR SALES REPRESENTATIVE OF THE 
DOUGLAS AIRCRAFT CO. 


Mr. Doveras. Thank you, Mr. Chairman. I would like to introduce 
the two gentlemen with me. On my left is Paul Smith, manager of 
market research, defense programs, and he will be the gentleman giving 
the technical briefing for our charts, and on my right is Mr. Leroy 
Cooper, senior sales representative, who has been working specifically 
with the commercial airlines on the aircargo. 

Mr. Chairman, and members of the committee, we are certainly 
very pleased to be here in response to your invitation to appear in 
connection with consideration of Senator Monroney’s bill. 
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As many of you may realize, my father formed our company some 
40 years ago, and was the first man to ever build an air plane that could 
lift a payload equal to its weight. From that wooden-fabric begin- 
ning has come, we think, one of the world’s most famous lines of 
transport aircraft. 

Today we are still building transports which we believe are second 
to none, but we are also in other fields. We have built more than 
25,000 missiles, and are still building them. We are building a combat 
and logistic aircraft for the Armed Forces. Our reliable Thor ballis- 
tic missile has boosted more payloads into = ace than any other large 
booster, and we are under contract to the National Aeronautics and 
Space Administration in connection with further explorations of outer 
space. Weare also engaged, with the Navy, in seeking a better solu- 
tion to certain aspects of the antisubmarine problem. 

Expansion into these other fields has never been at the expense of 
our interest in transport aviation, On the contrary, as the record 
will show, we have consistently and for many years, done our best 
to spread the gospel of airlift for the military and aircargo for our 
economy, and you will understand, therefore, that the subject before 
you is one that is very close to our hearts. 

In developing successful aircraft, we have made considerable prog- 
ress in circumventing, or reaching suitable compromises with, the law 
of gravity. But in “seeking to speed the growth of a true aircargo 
industry we have run into the laws of econoics, Which can be even more 
formidable. 

I may say, then, that we welcome efforts such as Senate bill 2774 
that are designed to help us in this matter. 

I would like to begin our discussion of the subject at hand with a 
little history that will provide background and perspective to our 
other comments. 

The committee will agree with me, I think, that the United States 
can reflect with pride on many of its accomplishments i in the field of 
aircargo. In every theater of the Second World War, airlift of vital 
supplies contributed importantly to victory. In the Korean situation 
cargo aircraft again played a major role. And, of course, the Berlin 
airlift will stand forever as a classic example of ‘what determined men 
and capable aircraft can accomplish together. 

Today, through the operations of our Military Air Transport 
Service, and the “burge oning aircargo services offered by our airlines, 
we see further examples of what we can do. World’ leadership in 
aircargo lies waiting for this country. We need only to grasp it. 

Dev elopment of cargo aircraft has, in the past, taken two principal 
courses. At times, either because of time factors in an emer gency 
situation, or economic factors, or both, we have developed cargo trans- 
ports from passenger-type aircraft. This technique involves taking 
from the passenger version design elements that are not only appli- 
cable to the cargo jobs, but also well proved by virtue of reliable 
performance in earrying people. To these elements have been added 
those special features that are required in the cargo plane. This is 
precisely how the C-47 was born of the venerable DC-3 and you may 
well remember that General Eisenhower described the C-47 as one of 
the four most important weapons in the winning of the Second World 
War. In similar fashion the DC-6 fathered the DC-6A, a cargo plane 
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for commercial carriers, and the C—118, still very much in use by 
MATS. The bie kheed Constellation passenger airliner has similarly 
been rendered as a cargo plane, and just recently our friends in C anada 
turned out a cargo version of the Brittania, which is a British pas- 
senger plane. 

At other times, when, recognizing a specialized requirement, the 
Congress has authorized funds for the development of military cargo 
slanes, va have been designed from the drawing board up. 

The C-82, C-119, C-123, “and C-124 are well- know n examples of 
this, as are ; the two most modern military cargo planes now in our 
inventory—the Lockheed C-—130 and Douglas C-133. 

Today, Mr. Chairman, I submit that we stand on the threshold of 
a new era in which aircargo’s full potential—to our economy and to 
our defense posture—may be realized. 

As the presentation to follow will indicate, this statement is sup- 
ported by an analysis of aircargo markets and traffic. Additionally, 
new strides in technology—such as the development of turbofan and 
bypass type powerplants—encourage the belief that we are about to 
witness a great new expansion of air transport. 

In discussing how we meet this challenging opportunity, it seems 
to me we must ‘consider two questions: First, what do we do about the 
economic factors that bar upon development of aircargo as a busi- 
ness? How do we trigger the boom we confidently believe can come? 
The Monroney bill is intended to provide such a trigger through Gov- 
ernment-guaranteed loans to qualified air carriers, and as I have 
said, efforts of this kind are welcome. 

Secondly, however, how do we at the same time insure that our 
national defenses take fullest advantage of the advances now made 
possible through airlift ? 

Can we accomplish both these objectives in one fell swoop, with one 
program and perhaps one airplane? 

Gentlemen, I hope you have not expected me to provide you with 
a pat answer today, for if so, I must disappoint you. We are dealing 
here with a highly complex problem involving technology, economics, 
and military requirements. Our company, and others, are studying 
means to solve it with all the knowledge and energy at our command. 

Anyone attempting to give this committee a final, definitive answer 
at this stage would, in my view, be kidding you, and himself as well. 

What are these studies of which I speak? On the one hand they 
involve grappling with the economic factors of which I have spoken 
the problem of how our airline friends can make their way further 
into the aircargo age, and make a profit, too. 

At the moment, our studies indicate that they can do this if we pro- 
vide them cargo aircraft derived from the jetliners they have in service 
today. Such aircraft would be what we call growth versions. They 
would be much, much bigger, and have different powerplants, than 
the DC-8’s and 707’s of today. They would have considerable utility 
as military transports, but could not claim to meet all military require- 
ments across the board. 

We think we can even look further along this path and see a still 
larger aircrft type, also tracing its heritage to today’s jetliners, but 
beari ing a relationship to them as grande child does to grandfather. 









































294 LOANS TO CERTAIN AIR CARRIERS 





Economics, gentlemen, is what makes this kind of study appear 
attractive. It is like modernizing and adding rooms to the family 
homestead. Youend up witha bigger and better house than granddad 
first built on the site, but it has cost you less than if you had started 
afresh simply because you took advantage of his work and his original 
investment. 

Now, on the other hand, we are also approaching the problem from 
the opposite angle. We are actively studying what is, at present, a 
tentative set of requirements for a workhorse airplane that would meet 
military requirements and still provide an economically feasible means 
for qualified air carriers to advance in air commerce. 

The problem here is that, as you crank in military requirements— 
such as the ability to use unprepared fields, to take off in short dis- 
tances, to engage in airdrop operations, and to operate with a degree 
of self-sufficiency never required of commercial types—you tend to 
increase oper ating costs. This naturally lessens the interest of com- 
mercial carriers whose profit margins are directly related to operat- 
ing costs. But we cannot compromise bona fide military requirements 
because of their impact on the operating cost problem. It seems to 
us self-evident that there exists, within the Military Establishment, 
a place and a need for the specialized airlift our men in uniform must 
have. 

So, this second series of studies finds our engineers trying to act 
as marriage brokers, seeking to arrange a happy match between 
military and commercial requirements. We see some hope of suc- 
cess—or I assure you we would not be pumping our money into the 
effort—but we also are determined not to arrange in haste a marriage 
that is foredoomed to failure. That would not be in the interest of 
either party, nor of our country. 

Time, effort, and money will be required before we can know for 
sure if these two requirements, military and commercial, are really 
meant for each other—truly destined to marry and live in the same 
aerodynamic design. 

In the final analysis, however, the decision as to which route to 
follow in developing cargo aircraft is not something we or anybody 
else can or should impose on the customer. Long experience in this 
field has taught us that the users—that is, the commercial carriers 
and the military services—must themselves determine their require- 
ments based upon traffic forecast and route structure. This is as it 
should be under our free enterprise system. 

Guaranteed loans can help the commercial user, as can payment 
of fair rates by the Government when its agencies employ commer- 
cial carriers. But this, in my view, is all that private enterprise may 
reasonably ask or expect of Government. 

Mr. Chairman, before asking Mr. Smith to give you a look at some 
of the studies we have been making, there are a few general com- 
ments I should like to make. 

I particularly want to express our gratification at the inclusion in 
Senator Monroney’s bill of provisions for the development. of a 
complete aircargo system. We are convinced that the only sound 
approach to both military and commercial aircargo is the system 
approach. 
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An integrated system must include all elements—ground-handling 
equipment that cuts time at terminals, containerization techniques 
that insure efficient use of an aircraft’s cubic capacity; and data 

rocessing that minimizes paperwork while maximizing control of 
inventories and cargo movement. 

We must work on these things at the same time that we develop 
appropriate aircraft, and at Douglas we are doing just that. _ 

It is my earnest conviction that full development of our aircargo 
potential will strengthen this country’s defense posture and stimu- 
late our economy. More than that, however, it will provide us with 
an effective and dramatic tool with which to exert leadership of the 
free world. 

As we move to assist the underdeveloped nations of the world, I 
think we shall find that the airplane—and particularly the cargo air- 
plane—is a key factor in helping these people economically and 
cementing ties of friendship with them. 

The Soviet Union understands this, and by putting great emphasis 
on the development of a wide range of transport aircraft has thrown 
down a challenge we simply cannot ignore. 

Only a few miles from here, at Andrews Air Force Base, we had 
during Mr, Khrushchev’s visit, an opportunity to see some of the air- 
craft they are building. Let us not kid ourselves: They are not mak- 
ing an impressive effort. 

We can do no less. We should do even more. I have complete 
faith in this country’s ability to take the lead in the age of aircargo. 
The interest being displayed by the Congress lifts my hope that we 
shall exert that leadership. 

Thank you. 

Senator Monronrey. Thank you very much, Mr. Douglas, for that 
very fine statement. 

I believe you would probably prefer to have the testimony of your 
assistant, Mr. Smith, before we begin the questioning, would you not, 
so that we will have the full story before us ? 

Mr. Dove.as. I am most willing to answer questions now, but it 
might clear the picture better if we could give our information on 
some of the studies first. 

Senator Monroney. Yes; in the event any member of the committee 
has a question I think it is all right to ask it, but I believe, we would 
rather get the full story and ask the questions later. 

Mr. Smith. 

Mr. Smirn. Mr. Chairman, members of the subcommittee, as Mr. 
Douglas has said our experience in this cargo aircraft field has been 
derived from two decidedly different approaches. 

On the one hand, our commercial cargo aircraft have been pro- 
duced as outgrowths of successful passenger aircraft. This devele 
ment pattern has made a lot of economic sense. The operator is faced 
with no appreciable new maintenance or operational problems. Low 
development costs insure continued production because only nominally 
sized initial contracts or orders are necessary. 

These aircraft, incidentally, have developed lower operating costs 
than the passenger model which fostered them, and in this manner 
they are able to contribute to the orderly and continuing growth of the 
aircargo market. 
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On the other hand, we have had considerable experience in design- 
ing aircraft to meet the military requirements. Even here, however, 
we have incorporated insofar as practicable, well-prov ed elements 
in our commercial experience—and thus have supplied a high degree 
of reliability in the product. 

The principal carriers in the MATS fleet, the C-124 and the C-13 133, 
have been developed in this manner. For reasons of economy and 

availability, the military has, from time to time found it advisable to 
purchase commercial-type aircraft to use in their own fleets, and these 
have performed with considerable success in the cargo missions as- 
signed to them. 

“It, is w orthy of note here, however, that, as yet, no military designed 
aircraft has attracted the ser ious attention of the commercial market. 

Perhaps, the reason for this is the difference in objectives. T he 
commercial requirement is primarily low direct operating cost. The 
military requirement is operational flexibility to meet the many and 

varying demands of our national strategy. 

Now, although low-operating cost airplane can meet many of these 
military requirements, inclusion of all of the military requirements 
into a single vehicle or configuration does tend to increase this direct 
operating ¢ cost. So, this blending of military requirements in an eco- 
nomical package is the marriage- -broker task to which Mr. Douglas 
has referred, and it is the task in which our designers are earnestly 
engaged and one which we feel will take the combined efforts of the 
users—the essential users, the aircraft industry and those interested 
agencies within the Government. 

I think you gentlemen have been exposed to the kind of statistics 
which come first on our charts. In 1958 the total transportation 
market, all forms, domestically, amounted to about 1.4 trillion ton- 
miles. This was broken down or divided among five types of car- 
riers—rail, truck, inland waterways, pipeline, and air. This repre- 
sented about a threefold increase from 1959. The small black por- 
tions of these charts represent that portion which is now carried 
by air, here, and the amount carried in 1939. 

It only amounted to about 12 million ton-miles in 1939, whereas in 
1958 it was 418 million ton-miles, a growth of about 40. 

Senator Monroney, That is nonmilitary ; is that correct ? 

Mr. Sarru. That is correct. This is domestic commercial cargo. 

So that, while the overall market was growing by a factor of 3, the 
Air Force in the market was growing by a factor of approximately 
40, yet still in 1958 this represents about three one- Runde ‘edths of 1 
percent of the overall market, a very small port ion, indeed, and one 
which can be expanded consider ably and still only represent a few 
small percentage points of the total market. 

So much for the history of the past. A look now at our forecast 
for the future, Today, or in 1958, we stand at 418 million ton-miles, 
Many forecasts have been made for the 1965 time period varying 
from some of those made a few years back by the CAA which showed 
a growth of about 3 for the air-ton miles, to those made a year 
or so ago by Professor Brewer, at Washington University, which indi- 
cated a growth of well over 100 times. We feel the growth is 
definitely. going to be tied into the commercial rate which can be 
established. 
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The CAA study was based on current rates of 21 cents per ton-mile. 
We have made several studies, one on the assumption of the 15-cent 
per ton-mile rate, showing a growth of about five times, roughly. 

Another on the basis of a possible 10-cent-per-ton-mile rate, which 
would show a growth of about 10. 

This corresponds quite will incidentally, to the 10 cents per ton-mile 
rate study made by the FAA which shows a larger growth, but was 

redicated on aircargo being used for shorter stage distances, down 
to 400 miles, whereas ours made an 800-mile cutoff. 

We feel that the basic economic trigger here in the general scheme 
of things is the rate reduction, and we ‘feel that this will be the thing 
which will have the largest impetus toward stirring up this burgeon- 
ing cargo market we are anticipating in this coming decade. 

Just to take a moment to explain the relationship between direct 
operating costs and rates: Current cargo aircraft, such as the DC-6A 
and the LT-9-40H, have a direct operating cost ‘of 8 to 10 cents per 
ton-mile. To this you add indirect costs which are approximately 50 
percent over and above the direct, and then to that you must add some- 
thing to account for the fact that the airplanes do not fly with full pay- 
loads, but operate at load factor, as we call it, and add to a profit margin 
for the operators. 

So, from an 8-cent-per-ton-mile rate, we come up with a 21-cent- 
per-ton-mile tariff rate. In a lke manner, to achieve a 10-cent-per- 
ton-mile rate for cargo, we feel it is necessary to have an airplane 
which will have direct. operating costs of about 4 cents per ton-mile. 

When indirect costs of about 2 cents are added to this, and an addi- 
tional 4 cents for this load factor and profit are added in, this then 
brings you up to the 10 cents per ton-mile rate. 

Those forecasts and figures previously shown were for the domestic 

market only. A quick look here at the North Atlantic traffic forecast. 
Rates here now will be somewhat higher because of the longer distances 
flown, the aircraft operate at slightly higher costs, bringing about ton- 
mile rates in order of 15 to 20 cents rather than the 10. 

But here, again, the studies indicate if these rates can be lowered 
from present 32 cents per ton-mile rates, which are now in effect for 
transatlantic traffic, down to this neighborhood of 15 to 20 cents, once 
again there will be a growth of approximatley 10 that can be forecast 
for the next decade, or the decade in front of us. 

At the present 32-cent-per-ton-mile rates, only premium and so- 
called high value cargo moves basically. This is the only type that 
moves across the Atlantic. With the lower rates that we are project- 
ing, however, we see it entirely possible to ship such prosaic articles 
as household goods, for example. 

We give you one example here of how a lower rate allows you to cut 
into the overall market and take a bigger bite of the transportation 
market. 

Even though, for example, under reduced rates, the air portion of 
the j journey might amount to twice in expense the cost of sur eo trans- 
portation, the other combined savings in the areas of crating, land 
transport, which is an important item—air is point to point,» vith ver Vv 
little requirement for additional land linkage—the loss and damage 
problem and the handling problem—these all add up to give you a 
substantial saving and really make possible shipments of “this kind. 
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This particular study was for a 500-pound shipment of assorted 
Lied goods from midcontinent United States into Germany. 

Now, what is the foundation for all these optimistic and rosy fore- 
casts for the future? Well, basically, it is the ever-improving state 
of the art of cargo aircraft. This has been brought about by con- 
tinuing improvements in propulsion principally, aerodynamics, also 
and a host of other technical areas which have helped to bring about 
higher speeds as time has gone on, greater payloads, as shown by this 
chart, and with the combination of speed and payload we have the 
principal ingredients for direct operating costs. And, as those two 
go up, the direct operating costs come down. 

I would like to interject a note of apology here for referring only 
to Douglas Aircraft. The data we are presenting are typical for the 
entire industry, and you will pardon us for using our own figures. 
These are figures we hapepn to know a little bit more about than some 
of the others. 

Now, we are currently offering to the commercial operators a cargo 
jet airplane designated here simply as a DC-8A, as an indication of 
its genesis, really, but a vastly improved airplane for cargo purposes 
over the DC—8 passenger version. 

For one thing, the DC-8 passenger airplane has a payload of some- 
thing under 50,000 pounds, whereas the cargo version that we are 
putting together and are offering in the market has a payload of well 
over 100,000 pounds. In fact, it is in exces of 110,000 pounds. 

Senator Monroney. What range would that be? 

Mr. Smirn. That range, sir, would be about 2,200 nautical miles. 

Mr. Cooper. 2,300 nautical miles. 

Mr. Dove.as. 2,300 nautical miles is the full payload range. Do 
you have some other figures, Mr. Cooper 4 

Mr. Coorer. Yes, at 3,150 miles the airplane is capable of carry- 
ing 79,500 pounds. 

Senator Monroney. That is nautical miles. 

Mr. Coorrer. Nautical miles; yes sir. That is, under no-wind 
condition. 

Senator Monroney. That would be about 3,500 statute miles? 

Mr. Coorer. That is approximately right; yes, sir. 

Senator Monroney. How much at 3,500 or 3,100? 

Mr. Coorrr. 79,500 pounds at 3,150 nautical miles. 

With the full fuel in the airplane, the payload is 57,000 pounds, 
and the distance is 4,050 nautical miles. 

Senator Monroney. Better than 4,500 statute miles? 

Mr. Coorer. Yes, sir. 

Mr. Douetas. Yes, sir. 

Senator Monroney. That isa turbofan, is it? 

Mr. Smirn. Yes,sir. I was about tocome to that. 

Senator Monroney. Excuse me. 

Mr. Smirn. This greatly increased payload capacity has come about 
through first of all, the use of higher powered turbofan engines in 
this aircraft. Secondly, an extension of the fuselage to give increased 
cargo volume, and then other features have been added to this air- 
plane to make it a true cargo-type. It does not incorporate a swinging 
tail section to provide ease in unloading. 
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The interior has been completely revised to allow for the use of 
a completely automatic or systematized approach to a cargo handling, 
which we will go into in a moment, and these improv ements really 
make this a new airplane. 

But again, it is incorporating the tried and proven elements of the 
DC-8 and through this type of “erowth we are able to give an airplane 
of substantially ‘lower operating costs than the DC itself if it were 
used as a cargo airplane, and again contribute to this, as we see it, 
the orderly and continuing growth of this air cargo market. 

This is the airplane, this cargo jet here, which can produce the 4- 
cent-per-ton-mile operating cost which we believe is essential before 
a 10-cent rate can be achieved, and once again, to refer back to the 

revious charts, we feel the 10-cent rate is the large economic trigger 
into the normal orderly growth of the cargo field in this coming 
decade. 

Before we leave this subject of operating cost, we would like to 
make just a few observations. 

First of all, operating costs we feel have been of prime importance 
in this last decade, and in fact in all time behind us really, because 
we have been able to make rather dramatic reductions, starting up 
here at 15 cents per ton-mile in the decade of the 1940’s, and being 
able to come down now to the 1960 period with something around 
4cents per ton-mile. We do not see this same dramatic reduction of 
operating costs coming in the ensuing decade. 

There are a couple of reasons for this. One is, for example, that 
we are approaching a speed plateau; as the airplane approaches 
mach 1, we will see very little speed improvement until such time as 
it economically becomes feasible to go on into supersonic operations. 

Certainly we will be on a speed ‘plateau for this coming decade, 
certainly in the cargo field. 

Senator Monroney. Could T interrupt there? 

As you go into the supersonic field, research up to now indicates that 
you will jump literally from mach 1 to mach 3, for some reason or 
other, which is too deep for me. But is that generally the feeling of 
the aircraft industry ? 

Mr. Dove as. I would be glad to answer that, Senator. 

The reason that. our studies in the next speed jump all the way from 

mach 8-5 where we are now, and will be for many years to come 

Senator Monroney. That is 0.85 ? 

Mr. Doveras. Point 85. The reason you go from there to mach 
3is that until you get up to about mach 3, you do not have range. 
This is why airplanes like the B-70 came out at mach 3 to get range. 
Mach 2 airplanes just do not get the range. At mach 3 you can fly 
at very high altitudes, around 80,000 feet, and start to get a supersonic 
airplane that has—it is still struggling very hard but has a chance to 
get somewheres near the range of these 0.85 airplanes. It is purely 
a fact you have to get high enough to get in a new plateau of speed. 

So, we frankly do not see airplanes | between 0.85 and mach 3. 

Senator Enerr. May I ask a question there? 

Senator Monroney. Yes. 

Senator Enere. At about 2,400 miles an hour, you are faced with a 
heat barrier ? 

Mr. Dovetas. Yes. 
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Senator Enete. So, my thinking was that when you got past mach 1, 
which is the sound barrier, you use one barrier, when you get past say 
2,400 miles an hour, is that right—I am thinking in terms of—the 
heat barrier is about 2.4mach. I confused that with the speed in miles, 
Mach 3 is around what, 2,100 miles an hour ? 

Mr. Doveuas. That is right. 

Senator Eneie. Mach 2.4 would be what ? 

Mr. Doveuas. 1,800. 

Senator Eneue. That is where you hit that heat barrier. 

Now, the question I wanted to ask is whether or not going through 
that heat barrier imposes structural problems that creates a cost factor 
that makes it harder to build the airplane ? 

Mr. Doveuas. There is no doubt about it. One of the biggest prob- 
lems about entering the supersonic air range, is the structural prob- 
lem, because we have to design entirely new structures. 

We have to develop a whole new field of manufacturing techniques. 
We have to develop a whole new field of machine tools, a whole new 
set of processes. 

The problem is, it might be that you could use mach 2.4 but even 
2.4 when you heat, soak the airplane, the heat barrier 1s somewhat 
different than the sound barrier. There is not a sharp change. The 
gradual change at the Mach 1 is a very sharp change. The heat bar- 
rier, so-called, is really a case where the faster you fly, the more tem- 
perature you have to absorb, but it is a compromise between the heat 
that you have to handle and getting range, and so far aerodynamically 
and propulsionwise, it se¢ med that mach 3 was about the best but it 
could be future developments would drop it some. 

Certainly you have to be at least up to the 2.4 or 5 and from the 
design studies that entered into the competition for the B-70 and the 
aw arding of the competition all of the people in the industry felt 
mach 3 was the proper position. 

And I frankly see in some respects another great jump ahead of that 
that you probably then, if you do do the mach 3 area, you probably 
then jump again a great number as we have in the missile field, where 
you start going about 15 to 20, but you do this by solving the heat 
problem by going out in space and only having’ the heat through 
the short period of descent. 

Mr. Smirn. There is a flattening of the drag period as you approach 
the mach 3 area which makes it more attractive again from this op- 
erating cost standpoint as compared with the operation of lower 
speeds. 

Senator Monrongy. The next jump above 0.85, mach 1, today’s 
studies will indicate will be mach 3 which will bring into being tre- 
mendously high structural costs, complete reorganization, and retool- 
ing of air ‘frame companies to make such a particul: ur plane that could 
be in there. 

Therefore, if we are thinking in terms of cargo, up for the next 10 
or 12 years usage, at least, or maybe 15, you feel that the 4 cents a ton- 
mile will be achieved by the 0.85 aircraft, will be the maximum that 
could be produced commercially and operated commercially ¢ 

Mr. Dovetas. I certainly do, sir. I do not see any change in the 
aircargo business for at least 10, and it could be quite a bit longer, 
above the 0.85 mach. 


LOANS TO CERTAIN AIR CARRIERS 301 


Senator Monroney. Thank you. 

Mr. Smiru. The 4-cents-a-ton-mile rate we feel would be only frac- 
tionally improved. We are not discounting the possibility of a 314 
or 3 cents, but we do not see something like 1 cent per ton-mile or a 
fraction of a cent per ton-mile coming up. 

Senator Monroney. Made by modifications of motors and things 
of that kind, like the DC-8 was improved by the turbofan. 

Mr. Dovueias. What you get when you get to one of these plateaus 
is this: As we make refinements in aerodynamics, instead of making 
another great big step, what you do is to broaden the spectrum of that 
step. In other words, even the DC-8 genesis, airplane that we are 
talking about, that reaches 4 cents a ton-mile, cannot give 4 cents 2 
ton-mile at all ranges. 

So, as we get improvements in our plants, and as we get aerodynamic 
efliciency improvements, what you do is you bros aden that spectrum 
to a longer scale on the range of 4 cents, but you do not drop it to 2 
lt is going to take a new ‘bre 2akthrough, a new complete system to 
change the basic 4 cents. But as you get improvements in the air- 
plane, you keep broadening the spectrum so that you can go more and 
more and more miles at the 4 cents, because now, as the curve starts 
to break, it tends to get toward 5 or 6 cents at the long range, and so 
that is where the improvement will come as new pow erplants come in, 

Senator Monroney. In other words, the economy of your operation 
is a wide unit. It usually starts at a higher figure for the very short 
range, goes down until you met an optimum range and flattens out for 
a long ‘period and then begins to rise again as you off-load cargo for 
fuel? 

Mr. Doveras. That is correct, sir. 

The thing that is so m: irvelous about these new turbofan engines, 
for the first time it is a wide U instead of a sharp V. It did not have 
one range in the payload. Over the last 10 years, as the improvements 
in power transit come along, we have been broadening that U so now 
we are covering quite a considerable area of the range at low cost per 
ton-mile. 

This is why it makes me think this breakthorugh, from the 20-cent 
to the 10-cent level really is possible. 

Mr. Smirx. Shall I continue? 

Senator Monronry. Yes. 

Mr. Sauru. The point of all this has been to point out that we do 
not see the emphasis on direct operating costs in the coming decade. 
There obviously will continue to be emphasis on cost reduction which 
indicates a high intensity of interest as we see it in indirect costs, 
which really means a system approach because of the high speed of 
these aircraft—the operators are going to have to think in terms of 
the overall system and be concerned with far more than just the 
operation of flyi ing from point to point. 

Before leaving ‘the chart I would like to call your attention to the 

“star” here in each of these diagrams which incidates to us the 
growth beyond this present cargo jet aircraft which we are talking 
about here today. 

We see in it a very slight improvement in speed, a somewhat greater 
improvement in pay load, and once again a very slight improvement in 
direct operating costs. 

59905—60-——20 
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We have tried to indicate by our dotted lines here as we see it, the 
costs are going to become—direct operating costs are going to become 
pretty level from this point on out, at least for another decade. 

Let us talk in a little more detail about the system factors. If we 
cut in half the speed of time, between this point, which is the terminal 
and the off-loading point over here, then it becomes obvious, we feel, 
that the entire system and every element must also have its time ele- 
ments reduced in like manner. 

With this in mind, on the cargo jet airplane which we are cur- 
rently offering to the commercial operators, we have incorporated 
every possible feature to make this thing compatible with an overall 
high-speed operating system. We have included in the system, or in 
the airplane, facilities for very rapid on and off loading of cargo. 
We have made these facilities ase ompatible as we know how with ve 
ground elements of the system. So that we can speed up this link a 
well and then finally we have even applied our knowledge of compat 
ing equipment to the problem of inventory control, data processing 
and the like. 

The first thing that we did to the aircraft was to put on it this 
swinging tail section. No matter what type of loading you envision, 
whether you load it piece by piece, or in large units or pallets, a 
straight-in loading arrangement will certainly save time. Some of 
our studies have shown that we might cut ground time from as much 
as 6 hours per trip down to 1 hour per trip. 

This brings out important indirect cost savings, but also becomes in 
a way direct operating costs are figured, and allows for higher air- 
craft utilization, more hours per day flying time, which, in turn will 
show a reduction again in direct operating costs which might be as 
much as a third. 

Now, that speed of loading that you get from straight in-and-out 
loading can be greatly improved if we go to some type of cargo 
unitization. 

Here we are showing both containers and palletized loads which 
could be introduced and extracted from the cargo compartment train 
fashion, as shown here, simply in a matter of minutes. Less sophisti- 
cated means would employ trailer units, for example, like this that 
might haul two, three, or four of these units at a time up to the air- 
plane. We envision this type of operation in intermediate way sta- 
tions where the volume of traffic would not fully justify economically 
as sophisticated an arrangement as we have shown in the previous 
diagram. 

A little lower order of sophistication or approach would be a power 
vehicle which would do this same thing. 

Then finally for the lowest order of austerity, nothing more than 
a forklift transfer platform would be required at a way station, 
and using with that transfer platform, forklift equipment, which is 
already there, lowbed trucks or trailers which already are in existence, 
and in that means these pallets or containers can be tranfserred one at 
atime. This sounds like a slow operation but even here we think that 
the total on and off this particular system of the containers and pallets, 
even doing it one at a time, would amount to about 30 minutes. This 
is all on and out in 30 minutes. 
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Senator Monroney. It is ready to shove into the plane at the time 
the plane lands and opens its tail. 

Mr.SmiruH. Yes, si. 

Mr. Doveuas. The fact is, Senator, we feel that the whole can be 
put in in less than 5 minutes. We feel, and Mr. Smith will go on to 
show you, why we think it is important in this containerization, cer- 
tainly in the commercial field, from the standpoint that the containers 

‘an be shipped to the original manufacturer, he can pick anybody he 
wants. The containers can be loaded at the original factory. It is 
even possible, we think, to work out the customers problem w here you 
seal the container and then ship it across the United States, transfer 
it to a transoceanic flight, ship it to the destination and the container 
and contents have never been touched. This is already being ap- 
proached by the customs people by prechecking people before they 
get into the airplane, at Nassau, it is being discussed at Paris, where 
you get the customs check before you get on the airplane instead of 
after you get to your station. 

This can be done in the cargo business, then you really have a 
marvelous system where you can go right from, let. us say, a manu- 
facturer in California, where he loads his container, ship on a truck 
to the airport, push it in an airplane, transfer it to another airplane if 
you have to say at New York, go to Paris, let us say, on a truck from 
there to the user, and the cargo has never been handled—never been 
touched. 

This is the speed of operation, this is what we are talking about. 
You have to have this kind of a system approach if you are willing 
to have a 600-mile-an-hour cargo plane. 

Senator Monroney. You could also load in California, and fly over 
the polar region. 

Mr. Dovetas. Yes, I was only using the exampie from New York, 
to say that you could transfer. Obviously, the polar route would be 
used. 

Senator Monroney. These long-range planes are the hope of the 
growing industry of California. 

Mr. Dovetas. It is desirable for any industry. I happen to be a 
great believer that this country must face its responsibilities i in foreign 
trade, or be in serious trouble. If we are going to lead in foreign 
trade, we must develop a cargo system, and quickly. 

Mr. Smiru. It does make considerable sense for the domestic cargo, 
the growing industry of California, because an airplane of the type 
we have been talking about can work quite efficiently over the inter- 
continental ranges, trans-American ranges, that are involved here. 

Senator Monroney. It opens up every major city in the United 
States. Asa seaport, you do not have to load on rail to the seaboard, 
go through the extraordinary expense of handling of old-fashioned 
lo: uding of the ship, and then unloading it at a port and moving it again 
by rail. You eliminate about three 1 very expensive operations from 
particularly those cities that are not now Atlantic seaports. 

Mr. Dovenas. It is very fascinating to know a French car manu- 
facturer is now shipping his parts by air. 

Senator Monroney. He is moving parts? 

Mr. Doveras. He is talking about moving the whole cars by air. 
These shipping costs that Mr. Smith showed you back there on 500 
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pounds of household goods. By the time you have all these multiple 
handlings of the cargo, shipping losses, damages, pilferage, and higher 
insurance rates, then that is just the flying cost versus another form 
of transportation, plus all of these other elements of system that make 
it cheaper. This is why, of course, we think we are conservative when 
we say there is a 10 times growth factor. 

Mr. Smiru. I think we have covered that chart. It does offer a 
means of taking cargo directly from the consignor to the consignee 
without ever touching or tampering with its security. 

Now, I shall not attempt to explain all of the features of this next 
chart. Weare simply trying toshow here an automated terminal with 
complete automatic high-speed data processing and sorting equipment 
in conjunction with it, and your first reaction might be that this is 
frosting on the cake, but let me assure you, this is not so. When we 
talk about the speed of operation of a jet cargo aircraft, the fact that 
it may have a payload well over 110,000 pounds, and you translate 
this into pieces of cargo, even assuming that say a substantial portion, 
say half of the cargo were precontainerized by the consignor, there is 
still within the terminal a real complex job of sorting a great many 
number of pieces and units, and getting them ready to go out in a very 
short period of time. Because aircargo wants to move fast. It does 
not lay around in terminals, any more than passengers want to stay 
around in passenger terminals. 

For that reason, we feel almost immediately once the system ele- 
ments are put together, there will be a need for complete automatic 
type of operation within the terminal operation, itself. 

Senator Monronery. Do you make that for distribution of baggage? 

Mr. Doveras. We do think we have made a great—part of our 
experience in this contrainerization has been our baggage containers 
in the DC-8. I will not say every time it works perfectly, because 
we are not that smart. But I would say this, in something like six 
out of seven flights, into Idlewild, I have had my baggage before I 
could walk to the baggage compartment. 

If the containers work properly, this makes a great move forward 
in getting the baggage handled. Because there is no question the 
public gets pretty sore about flying 4 hours, then waiting an hour 
for their baggage. 

Mr. Smiru. Now, in what way would this jet cargo development 
of the DC-8 be useful to and usable by the military ¢ 

Well, first of all, there is this commercial requirement for low 
operating cost, which it meets at 4 cents per ton-mile. 

As we have stated before, the military requirement is for opera- 
tional flexibility. 

A low operating cost airplane, however, will meet many of these 
military missions, such as the intertheater traffic mission. 

This is basically the long haul, the logistic support mission, from 
continent to continent, which is an equally valid mission in peace or 
wartime, and will be performed or must be performed if we are going 
to have a complete air logistic system to support the military. 

The second-mission which this type of cargo jet will perform is 
the so-called SAC support, the Strategic Air Command support. 

Now, the details of this mission are classified, but I think it is 
important, and the only important thing we are saying here is that 
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the speed of the cargo-jet airplane does match the speed of the 
bombardment fleet, and this is a very important requirement in 
meeting that capability. 

Finally, this kind of large, long-range, high-speed airplane will cer- 
tainly be most useful in handling elements of Strae support. 

It will certainly handle the personnel of the Strac effort. It will 
handle a goodly number of their vehicles, the smaller vehicles, and 
it will certs tainly do most of the job of resupply, which the Strac units 
would require. 

Now, as a further point on the compatibility of this cargo jet air- 
plane, and the military mission, we would like to bring up one other 
thing. 

In conjunction with our system approach to the commercial air- 
cargo market, it is also worthy of note here that we are present] 
engaged with the Air Force in a study contract called WS463-L 
which is a study to provide a completely integrated cargo handling 
system for the military, for the Air Force specifically, and we feel 

that we can secure a high degree of compatibility between the com- 
mercial system we are offering, we can integrate it almost completely 
with the military type of system that we are offering, so that we see 
in this one airplane an ability to put in for the military operational 
those things that they would need in the way of system support in 
rapid cargo handling. 

Now, we have just shown where certain military requirements can 
be incorporated into a cargo commercial airplane without any com- 
promise to the direct operating costs of the aircraft, and this is par- 
ticularly true in the long range, large payload area. 

Unfortunately, military requirements do not always have these 
sweet and pleasant economic overtones. 

When we put requirements similar to these into an airplane, then we 
find that the operating costs tend to go u 

Provisions for airdrop, so-called truck-bed-level loading, short 
takeoff requirements, the ability to fly and land on unprepared fields, 
and the ability to handle outsize cargo. 

We are not going to go into all of the technical details of why we 
make this general assertion that operating costs go up from these, 
but we would like to show you just some highlights of a few of our 
studies in this area. 

We will take one of the areas that looks most favorable first of all, 
and that is the determination of a cargo envelope. How big should 
the fuselage be? 

First of all, we find that the height and width dimensions for mili- 
tary use are dictated primarily by vehicles, their heights and their 
widths. The length dimension today is being dictated largely by 
the missiles in the missile family that are coming along, and at the 
moment we feel about 105 feet would be the maximum length that 
would be required. 

Now, the commercial requirements are much more flexible by such 
things as stacking heights, how high you ean go physically in piling 
cargo, how high you can go before the packaging of the cargo at the 
bottom begins to crush, and things of this sort. 

Widths are determined sometimes by the loading problem again. 
If you are using trucks, lift trucks, or something of that sort inside 
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the airplane, you may need provision for say two of them going side 
by side, one in and one out. That type of requirement is ; what de- 
termines width for the commercial. 

Finally, the length you come out with for commercial airplanes is 
basically a function of the total volume that you are after; having 
first determined width and height, now you are trying to shoot for a 
particular volume which, combined with a cargo density which you 
assume will provide you with the necessary size to get you down to 
4 cents per ton-mile. 

This is a rather abbreviated description of the process of going 
through all this that our designers do, but these are essentially the 
high points. 

Now, as the commercial operator is capable of carrying in one trip 
larger and larger payloads, in other words, as the terminals are able 
to generate bigger payloads for him, then he can talk in terms of 
larger volumes and we then can start talking in terms of more height, 
more width and more length for the commercial operator, and as we 
do that, we get closer and closer to the requirements for the military. 

So, again, we are trying to point out in the large size, and basically 
long-range type of airc1 raft, there will be a definite trend toward rather 
complete compatibility in the outsize cargo region with the require- 
ments that the commercial operator would want. In the smaller sized 
aircraft incompatibility will not quite exist. 

Senator Monroney. Would it not also be a fact in cooperating with 
Strac, that various vehicles could be—which are not now either on 
order or ready, but which have been talked a great deal about by 
our ground forces—that these vehicles could be so designed to prob- 
ably fit into a reasonably sized fuselage ? 

Mr. Doveuas. This is true, that they are working on it. They 
do have some difficulty with the vehicles. 

I think the main point we are trying to get here, we see the best 
compatibility between the military and commercial in the large long- 
range airplane, and the least compatibility in the shorter range area. 

Because, in the shorter range commercial airplane you do not need 
the volume, and the military needs the big cross section for the out- 
sized big items. 

So we see this compatibility best in the long range, and poorest in 
the short range. 

Mr. Smirn. Now, you recall a few charts back we had a series of 
stars that indicated a growth beyond the cargo jet-type of plane we 
are offering the commercial people today. 

This central line here would indicate the capabilities of this growth 
beyond. 

Now, I will go from here to explain the chart. We are trying 
to show here the compatibility of various aircraft sizes with the Army 
field vehicles which are esentially those involved in the Strac units, 
the Strategic Army Corps units. 

This chart considers the combat unit vehicles only and this line 
represents a cross section comparable to that of the cargo jet we are 
commercially offering today. 

This line represents the cross section of the C-133 airplane, which 
is the largest cargo, military, or commercial, that is flying today, and 
once again the central line indicates the cross section of the cargo 
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compartment of this growth airplane which we see coming perhaps 
about 1956. 

Now, these charts simply say this: That the growth airplane will 
be able to take virtually 100 percent of the battle groups’ combat 
vehicles, 100 percent of the infantry regiments’ combat vehicles, and 
about 95-plus percent of the regimental ‘combat team vehicles. 

Now, the same kind of analy: sis has been made for the vehicles that 
are organic to the division in the Strac effort and this growth airplane 
will be able to take about 97 percent of all of the airborne divisions’ 
vehicles, about 95 percent of the infantry division vehicles and will 
still be able to handle slightly over 90 percent of the armored division. 

We feel we are truly making a substantial contribution in this in- 
creased cargo compartment toward the task of handling the large 
bulk of the military vehicles which are organic to and part of the 
Strac effort. 

Senator Monroney. By “vehicles,” do you include cannons, rockets ? 

Mr. Doveras. Most of them are critical. The things that are critical 
are things like tank recovery vehicles, great big road graders, big 
cranes, and things like that. 

The missiles, except for the Army missiles, like their field missiles, 
Honest John and Pershing, are no problem at all. 

Senator Monroney. The Thor? 

Mr. Dove.as. The Thor is no problem. The big ones that are size 
problems are the ICBM’s. 

Mr. Smirn. Yes. 

Mr. Dovetas. But, of course, again they are going to get smaller 
later, as they solve the problem. 

Mr. Sairn. To keep the record straight, that is not the Army. 

Senator Monroney. Referring to Army vehicles, you are referring 
to field pieces, cannons; right ? 

Mr. Smiru. Yes. 

Anything on wheels. When we talk about vehicles, it is anything 
on wheels, things that can roll in and roll out. 

Mr. Dove.as. Everything from tanks to trucks. 

Mr. Sairn. Trailers, everything on wheels. 

Another requirement is for this so-called truckbed. level loading. 
This requirement is based on the proposition that the floor of the air- 
plane should be brought down to the same level of the ground as a 
truck; and, by so doing, you will increase the flexibility of operation 
through being able to speed up loading. 

There are two w ays to go about doing this. From a pure design 
standpoint, the most direct way is to put “the w ing above is fuselage, 
suspend the fuselage below the wing. This automatically brings the 
floor down closer to the ground. 

Unfortunately, this configuration, as compared with the low-wing- 
type of configuration, which I think you are all quite familiar with 
in the commercial aircraft that fly today, where the wing is. below the 
fuselage, the high-wing configuration does have certain penalties. 

Some of these are structural, and add up to substantial weight 
penalties. 


Some of these are aerodynamic, which add up to substantial “drag” 
penalties. 
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The net result is that the combined structural and drag penalties, 
in one study we made, could have been as high as 13,000 pounds. This 
means 13,000 pounds of cargo that you cannot carry, which is not 
perhaps significant to the military operator, but over a period of a 
year’s time the lost productivity to the commercial operator becomes 
a sizable factor. 

In addition to these direct weight penalties which can be weighted 
and price-tagged, there are other penalties which come about from 
the high-wing type of constructions, which are worthy of considera- 
tion. 

Ground stability, the problem of ground clearance, the more diffi- 
cult ground maintenanc e that comes from hay ing your engines, power- 
plants, hung so high in the air and then the general aerodynamic 
characteristic of the airplane are somewhat better for the low-wing 
type than they are for the high-wing type. 

Senator Monronry. You have had considerable experience in the 
C-130 and the C—-133, both of which are high-wing craft. 

Mr. Suirnu. We Neve had experience with both of these, Senator. 

Senator Doveias. We are trying to point out one of the difficulties 
of the marriage, you are going to take a significant penalty, and I 
think that is just the point, and the penalty could be anywhere from 
10 to 20 percent of the payload. 

Mr. Surrn. Yes. 

Mr. Doveuas. At that range. 

Mr. Smiru. Now, another way of achieving the same thing would 
be to leave the wing below the fuselage, where aerodynamically it is 
the most efficient, and to devise some sort of controlled retraction of 
the landing gear when you are on the ground, so that the airplane can 
be lowered down to a truck-bed level, and this i is the one study here 
made in which we provide a so-called telescoping gear. 

This approach also increases weight, but it does have the merit that 
the commercial operator does not have to buy this if he does not want 
it, and thereby can take advantage of the weight saving that would go 
along with not having this entire provision. 

The structural provisions for this, which would be in either the 
commercial or military airplane, would amount to something and 
would be a slight penalty to the commercial operator, but there is a 
way here whereby the commercial operator can retrieve some of this 
penalty if he does not choose to go the route of lowering his aircraft 
to bring it to truck-bed level. 

We would like to make just one comment on this point, that applies 
to a number of other charts we have had here, and that is that in 
looking upon this cargo market of the future, we do not wish to think 
of it as being dominated by any one kind of airplane. There is 
no one airplane that is going to be everything to all operators. 

We see, as a matter of fact, a rather long life for a lot of the piston- 
powered equipment which is being converted today. Certainly in 
feeder line and support operations, these types of airplanes will be 
hauling cargo. The commercial operator will be faced, I'am sure, 
with a mixed fleet, some of which are, in fact, probably a good number 
of which are high-bed airplanes. So that to ‘the commercial operator, 
he always has the problem of facing up to and coping with this high 
floor bed. 
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To him there is no great advantage in giving him an airplane that 
is down at truck-bed level unless we can, at the same time, give him 
lower operating costs or lower indirect costs or prove to him he can 
save money. 

So we feel the problem, the requirement for truck-bed level is one 
that is largely a military problem and one which will require a con- 
siderable amount of compromise between military and commercial 
operators if it is ever successfully to be incorporated into one vehicle. 

‘That brings us to the conclusion of our presentation. In summary, 
we would again like to restress the point that we do see a considerable 
area of compatibility in operation in the long-range cargo field. 

We see the commercial operator being provided with an airplane 
that will fly at very low direct operating costs, which will bring about 
and make possible these 10-cent-per-ton-mile rates, and we see in this 
large long-range cargo airplane the possibility of incorporating such 
things as swinging tails, telescoping gear, perhaps, and providing 
eventually in the growth version, even a larger fuselage and all of 
these provisions will give this airplane a great ‘degree of military com- 
patibiilty, and at the same time we do not see these provisions as com- 
promising to any great extent the commercial acceptability of the 
aircraft. 

As we said before, no one airplane can be everything to all operators, 
and we certainly will admit there is a need in all likelihood of a 
smaller airplane than the one we are showing here. 

However, as we see it, the problem is again, as Mr. Douglas has 
said, a problem of incorporating these other requirements of airdrop, 
short fields, operation from unprepared fields, and so forth, which will 
tend to make the operating costs of this smaller plane go up. 

One thing we can say with a great deal of assurance, gentlemen, 
and that is this: That no matter how clever we are in the design of 
this short-range, smaller sized airplane, it will never have the operat- 
ing costs that are as low as the long-range, large-sized airplane will 
have. 

Senator Monroney. Over certain ranges. 

Mr. Smiru. Even down to the shortest ranges, we do not see the 
ability to get down to 4 cents per ton-mile today or in the forseeable 
decade. 

Senator Ener. You mean on the short haul ? 

Mr. Smirn. In this small-sized airplane, which incorporates all of 
these military requirements. 

Senator Eneir. You think you could in the long range? 

Mr. Smiru. We cannot put them all in the long range, either, sir. 
We cannot put airdrop, for example. We are a litle skeptical about 
putting an airdrop provision in the longe-range airplane, for an 
example. 

We cannot put the provision for operating off of unprepared fields 
in the long range, without having a penalty, because this does mean a 
much larger landing gear in order to give the necessary flotation, and 
the structural problems of building a housing around all this does add 
considerably to the weight of the airplane. 

Mr. Dovetas. I think I can answer the Senator’s question. Our 
studies show that. this large airplane will show 4 cents, down around 
1,000 miles. Even as low as only 5 cents at 500 miles, 
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Senator Ener. That is pretty good. 

Mr. Dove.tas. We think so. 

Mr. Smiru. This is the large airplane we are talking about. 

Senator Eneie. What I am trying to figure out, how many airplanes 
are you talking about ? 

Mr. Dovetas. We think there are ‘at least two, there could be three 
types. We think there is a need for this over 100,000-pound long- 
range very low ton-mile cost, 22 basic pipeline airplane. It does not 
land on unprepared fields. It does not go into short fields. It is an 
airplane that goes from Dover, Del., to to Frankfurt, or it goes from 

Idlewild to London Airport, that is one type. 

We see a definite need for the military to build an airplane of their 
own that is a replacement for the 124’s and the 130’s, in the shorter 
range where you have to have high flotation for rough fields, you have 
to have high load factors so you do not beat the airplane up, you have 
to have airdrop, and maybe even low floor, and all of the other require- 
ments. We do not see this airplane as too compatible with the com- 
mercial requirements. It might have some use in the short haul, but. 
it certainly cannot compete with this long-range airplane. 

We do know the military are talking about a medium-sized air- 
plane of long range for their own specific uses. 

But this 40,000-pound payload medium airplant cannot match this 
big one in operating cost. 

Senator Monroney. These plans that you are describing, this long- 
range big model, is a 1965 plane if the go-ahead were given. 

Mr. Dovc.ias. No, sir; let me clarify that. 

We are offering right now an airplane for 1962 which is the smaller 
of the fuselages. It is considerably changed from a DC-8, and has 
a great deal longer fuselage, a much, much higher payload, and greater 
strength, almost twice the size engines, bigger tires, wheels and brakes, 
and a lot of other details, and the swing tail. 

The 1965 airplane Mr. Smith has referred to, is even a bigger 
step than that, where we also put a whole new fuselage practically, 
the whole top of the fuselage gets bigger, and we also increase the wing 
area, and then we arrive with an airplane of about 150,000- to 170,000- 
pound payload. That is the 1965 airplane, or 1966, or 1967, but the 
airplane that can get into service immediately in the 4-cent a ton-mile, 
is considerably changed from the DC-8, but not so much we could not 
meet. a 1962 date. 

Senator Monroney. Is that the 79,000-pound payload at 1,300 
knots ¢ 

Mr. Dovetas. Right. 

Senator Monroney. That is a 1962 airplane? 

Mr. Doveras. 1962; yes, sir. I cannot give you the exact date, 
because the engine picture is somewhat up in the air, but we have two 
and possibly three engine companies offering engines at 20,000 pounds 
plus, and we have received some perfectly brand new data with respect 
to the engines where they may. go as high as 24,000 pounds thrust. 

Senator Monronry. Is this the same motor they are talking about, 
on the B-52? 

Mr. Doveuas. No, sir; this is a much bigger growth than that fan. 
That fan is only about 17,000 or 18,000 pounds. These are much bigger 
fans than that being proposed by both Pratt & Whitney, by the Royce- 
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Allison combination, and also possibly by General Electric. This is 
a new family of fans, that of course is a genesis of the fan going on the 
B-52, but a much bigger growth version. 

Senator Monroney. This 1962 plane could take the motors you think 
will be ready by 1962? 

Mr. Dove.as. If the motors are ready, we can accept engines up to 
24,000 pounds thrust, each. 

Senator Monroney. The performance you did not give. What size 
runway would that require? 

Mr. Dovetas. These are long runway airplanes, up to around 10,000 
feet on a hot day, under civilian requirements, which means in essence 
a three-engine takeoff. These are not short field airplanes, but the 
5,000-foot takeoff airplane would just murder the economics of the 
long-range pipeline airplane. 

Senator Eneie. That is what this would be, is a long-range pipeline 
airplane ¢ 

Mr. Dovetas. Right, for it to be economical, it must have a long 
takeoff. 

Senator Ener. What is the gross cargo? 

Mr. Dove.as. The total carrying capacity is about 120,000 pounds, 
but you have about somewhat less than 10,000 pounds of mechanization, 
containers, and rails. 

The way we load this airplane, we have rails instead of a normal 
floor which have a light floor to walk on, and you just push this whole 
train into a bunker, ‘and with one lock you lock the backend and that 
isit. You have no tiedown individually at all. So that your payload 
is about 111,000 or 112,000 pounds, revenue payload. 

The total payload is closer to 120,000. 

Senator Eneie. Are you building this airplane now ? 

Mr. Dovetas. We are offering it, if we get a customer, we build it. 

Senator Ener. In other words, you have the design and you are 
ready to go? 

Mr. Doveras. Yes, sir. And it will take us about another $50 billion 
worth of development over the 250 we already have got in the program. 

Senator Ener. That brings me to the question I want to discuss 
with you. How do you think this bill will operate to help you get 
this airplane on the market ? 

Mr. Doveras. Well, it is possible, I am not an expert on this but it is 
possible that the bill will help an airline with its banking situation so 
that with its guarantee he could have more credit than maybe the 
bankers would give him on a shorter term loan basis. 

The problem is really that the airlines and the aircraft manufac- 
turers have gone through the greatest commercial money spending 
program any ‘industries has ever gone through. Most of the airlines’ 
credits are pretty tight, although I do know a lot of the big airlines 
feel they could handle possibly this cargo thing without additional 
financing or financial help. 

There are many airlines who are not as strong financially, and have 
some feeling there is a possibility that this kind of a bill would help 
them get credit. 


Senator Ener. Well, now, how many—would you have to have an 
order of 100 to start out ? 
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Mr. Doveuas. No, sir. We told Pan-American we would start with 
an order of 5 to 10—only because it is a genesis of the DC-8, if it was 
a brandnew airplane, we would have to have a heck of a lot more orders 
than that, because a brandnew airplane wouid cost us maybe $300 
million to develop. A genesis of the DC-8, we are willing to take the 
gamble on the breakeven which is plenty far beyond the 5 to 10, but we 
would be willing to risk it. 

On a brandnew airplane we would probably have to have orders of 
75 or 100 before we would dare to put the risk into it. 

Senator Eneie. Thank you. 

Senator Monroney. You do not have a curve showing the range 
and cost per ton-mile, do you, at various ranges 4 

Mr. Doue.as. Just a minute, sir. 

Senator Monroney. Could you put that into a chart? 

Mr. Doveuas. Yes; we have a chart. 

Senator Monroney. This is not what you call the CX—Jr., that you 
had shown earlier ? 

Mr. Coorrr. No. 

Mr. Doveuas. Can I bring this up to you, sir? Unfortunately I do 
not have a big chart. This is the first growth airplane, which has this 
over 100,000 pounds, about 110,000 of revenue payload out to about 
2,300 miles. 

Then out at 4,000, she still has about 65,000 pounds payload. You 
see how flat this curve is at cents per ton-mile ¢ 

This is what it is. It is about 500 at 5 cents, by the time you get to 
8,000, it is 5 cents again, your low point is about. 2,000. 

This is what the fan does, is keep flattening this curve. 

Senator Monroney. The 3,000-mile point is 5 cents ! 

Mr. Doveuas. That is about 5 cents. 

Senator Monronry. That would give us overocean capabilities 
over the Atlantic? 

Mr. Dove.as. Oh, yes. 

Senator Monroney. And, of course, get you lots farther toward the 
Pacific ? 

Mr. Doveias. You have to design an airplane like this to meet com- 
mercial requirements to carry substantial payloads from cities like 
Paris, Frankfurt, Germany, or Rome, to New York against the winter 
headwinds of some 70 knots. It is actually a pretty long-range air- 
plane. 

They cannot afford to stop at Gander, or some place like that. 

Senator Monroney. If, for ex ample, you were producing say an 
order of 10, I believe that is what you said you were willing to do. 

What would the flyaway cost be approximately ? 

Mr. Dove.as. $7 million, 

Senator Monroney. If you were able to produce 100, what would the 
cost be ? 

Mr. Dovucias. Well, I hope to be able to produce 100 at. somewhere 
near the price where I get some of my money ar 

Last year we accomplished losing $33 million net by writing oil 
100—so far we have written off on the DC- 8, $159 million of R. & D. 
and $80 million of what we call inventory writeout, which is the 
difference in the price or getting R. & D. just to manufacture over 
the cost. 
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Some day I have got to get this money back. So the price is not 
basically going to come down on this DC-8 version from this price 
I am telling you, or else I will never recover my development cost. 

Senator Monroney. I was thinking, since you have $50 million 
additional expenditure for development of this, if that was spread 
over 100, rather than over 10, that that would help to amortize. 

Mr. Doveras. But I also have the other 250 million I am out. 

Senator Ener. Is that the development cost directly attributable 
to this cargo version ? 

Mr. Dowvetas. No, sir. 

Well, an awful lot of it is. The 250 million that we have in the 
DC-8, is the foundation of the aircrago as well as it is the foundation 
of the passenger. 

Senator Enexe. In other words, you kind of pool the thing? 

Mr. Doveras. That is right, sir. 

The basic aerodynamics—the millions of what have gone into 
rip-stock structure, to keep the fuselage from exploding, the millions 
of dollars that have gone into systems and all of those things, most 
of them are directly carryover; where the $50 million comes in is the 
additional cost to tool the swing tail, to make the fuselage some 200 
inches longer, to increase the gross weight 40,000 or 50,000 pounds, 
and to put great, big powerplants on, and to build the mechanical 
holding system, but presently the aircraft industry is doing a fine 
job of subsidizing the airlines by selling airplanes at less than cost, 
and some day we have got to get our money back. So, I do not think 
our prices are going to come down. 

Senator Enere. How does it happen that you can start with 10 
and Lockheed testified yesterday they had to have 1002 

Mr. Doveras. Well, I imagine they must be talking about a different 
kind of airplane, or maybe it is not an airplane that has as much 
carryover—what we call, carryover cost. If we had to do a brand- 
new airplane, we would have to have 100, this is true, Senator. But 
when you can take an airplane that you say, you save 75 percent of 
it, or save 60 percent of it, and your basic tooling is already there, 
and you trained all your people, then you can afford to take a risk on 
smaller quantities. 

Senator Enere. Why wouldn’t MATS buy this airplane? 

Mr. Dovetas. I think they should, frankly. 

l might say this, I think they ean use this airplane, if it is their 
mission to be the basic pipeline, or to do things like Strae support— 
SAC support. It will not cover all of the military requirements, I 
would be the first to say this. 

The military requirements are the support of the Dolan by the 120 
force, the support of Myrtle Sound, the South Pole City, and all 
those things, which takes a much different kind of an airplane. I 
think, in that case, the military ought to buy it and have normal com- 
petition and somebody ought to be building an airplane specifically 
for those purposes. 

Senator Enere. I am puzzled by the fact you make a statement 
that none of these military cargo airplanes have been attractive to 
the commercial market, the ones that are cur rently out. That doesn’t 


jibe with what I gathered from what Mr. Smith said, that there is 
a wide range of compatibili ity. 
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Mr. Doveuas. If they are airplanes big enough. It is a problem, 
sir, when the present military aircraft—let us take the C-124—has 
such an enormous fuselage to be able to carry tanks and derricks, and 
cranes and things like that, that its fuselage volume is much too large 
for commercial compatibility, but if you remember, sir, we had an 
airplane once that had also this compatibility between the military 
and commercial, called the C-182, but it was canceled, and we have 
not changed our opinion since the days of the C-132. There is only 
one way to make an airplane compatible military and commercial, it 
must be large. We at that time offered 4 cents a ton-mile, and un- 
fortunately the money did not come forth, and the airplane was 
never built. 

Senator Eneir. Excuse me, Mr. Chairman, just one further question, 

You do believe that the 132 met in a broad way, such as short-field 
takeoff and uncleared fields, and perhaps troop drops and things like 
that ? 

Mr. Dovueuas. Yes. 

Senator Enerie. But in a broad way because of its size and speed 
range, it covered a wide field of compatibility between military and 
commercial requirements 4 

Mr. Dovueias. Except for the unprepared field, it met every re- 
quirement. We even had airdrop in it. 

But it had to a very big airplane, so that the penalty you paid for 
these special requirements in the military do not wreck it commer- 
cially, but if it is big enough, you do not pay serious penalties. But 
when it is small, you pay too big a penalty, because you have to bend 
the back end of the fusel: age up, you get a lot of dr: ag; the 133 has 
excess drag because of this, the 130 has excess drag, and the 123 has 
excess drag. They all pay a penalty due to other military require- 
ments, but if you make an airplane big enough, we think if you forget 
the unprepared short-field takeoff, we can make a compatible airplane, 
and we would be glad to sell it, and you do not have to give us “dime 
one,” we will do it. All you have to do is make it easier for us to find 
customers. This is our problem. 

Anything that you gentlemen can do to make it easier to have cus- 
tomers, plus get away from cutthroat competition—this cutthroat rate 
cutting is never going to develop the industry, because nobody can 
put any money away “for a ‘ainy day to buy new airplanes, if he is 
just barely getting the money for operating cost, pilot’s salary, and 
things like that. 

So anything that you gentlemen can do to make our customers’ side 
easier, we think we can handle our side of the business. 

Senator ENate. Well, now, we have had a whole string of wit- 
nesses on here, and I have asked them all the same questions. I said, 
now, we are undertaking in this legislation to underwrite loans on an 
airplane not yet in existence. Everyone of them said “Yes.” 

Now is that consistent with your testimony that this airplane can 
be built now, or is this the airplane or is it not that they are talking 
about ? 

Mr. Doveuas. I do not see any reason this airplane should not be 
able to come under the loan, because I think the airplane can meet 
the requirement of the commercial. 
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You can always design a better airplane. You can always design 
something a little bit closer to 100 percent. Maybe this is a 95-percent 
airplane. 

Senator Enete. This bill requires this airplane be approved by the 
Defense Department as meeting its needs. Do you think you can get 
such approval ¢ 

Mr. Dove.as. My only answer to be honest about that is 1 would 
hope the broad view would be taken by the Defense Department that 
this kind of an airplane would greatly increase our war-handling 
potential. If the Defense Department said it had to take off at 5,000 
feet and had to land in a mud bank, no. But if they take the broad 
view that one airplane cannot do every job, and that there are a 
family of airplanes, I do not see any reason this should not get the 
iepreral as I understand it from reading both the bill and this latest 
report; 1 do not see why the airplane would not fill the bill. 

Senator Monroney. The thing that interests me. because I for one 
am more concerned with the airlift gap than I am with the missile 
gap. If this be heresy, to the Democratic policy, then it must be 
heresy. I believe Gen. Maxwell Taylor, I believe General Ridgway, 
and I believe General Gavin, when they say 80 percent of our exposure 
is to limited war. I do not think the limited wars are going to be post- 
poned for our convenience to have the maximum airlift capacity in 
1965. 

I think if you get a plane that is 90 or 95 percent satisfactory to 
the military, with a high speed and a high performance, and one that 

can be usable 90 or 95 percent satisfactorily to the commercial oper- 
ators, if you can get it by 1962 then I think you are in a lot better 
shape than you are with the backbone of the MATS fleet now tied to 
a 1947 C-124, and only less than 30 aircraft that can fly nonstop across 
the ocean with any kind of a payload. 

I feel that we are terribly exposed. We continue to be terribly 
exposed until we modernize, one, the MATS fleet, and secondly, we get 
an auxiliary lift that is compatible for military use in case of emer- 
gency. You will never get the perfect plane as you say. We will sit 
here forever. Buta plane i is being, instead of a plane on the drawing 
boards, is I think a great security for the emergencies that these great 
generals who I think are pretty well advised, being combat. officers 
and combat veterans—that this is a state of imbalance of our national 
defense that cannot and should not be tolerated. 

Mr. Doveras. It has been my hope for more than 10 years that if 
we could get to 4 cents a ton-mile, that actually the defense payload to 
be carried normally would be a small drop in the ocean to the payload 
that would be generated on a commercial basis. I think that is the 
point we are trying to make. 

If we can get anything that would help our customers to start to buy 
these kind of airplanes, we think the business will develop so rapidly 
that the Government could never afford to have as much lift available 
as will be generated by the commercial airlines once they get into this 
area, because we think instead of worrying about whether you have 
50 airplanes, or 100 airplanes in the inv entory, I personally think that 
the cargo business is so much bigger than the passenger business that 
there are hundreds and hundreds of these airplanes that will go into 
commercial service which will give our Nation the power and the 
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flexibility that we need, because every major engagement I know of 
that was iost was lost by the lack of logistics, whether it was in Africa, 
or Hitler in Stalingrad when he ran out of bullets. If you do not 
have logistics, you do not have any. 

Senator Monroney. Let me ask you, when you sell DC-8’s—and you 
sold a good many of them—do you finance those yourself to the air- 
lines, or do they have to seek their own financing in the money market / 

Mr. Dovatas. We finance the airlines. 

Senator Monroney. You have spent $250 million in developing the 
aircraft. 

Mr. Dovetas. That is right. We try to help them every way we 
can. We try to extend some small amounts of credit. We basically 
are not a foundation to finance the airlines. That should come from 
the banks. We are greatly supported by the very broad program of 
the U.S. Government and the Eximbank which has been a terrific help. 
You must recognize when we have to compete with the Canadians and 
the British who guarantee loans, obviously anything that can help our 
customer buy his airplane in competition with the other world airlines 
and the other world powers is a great help. 

Senato: Monroney. We will guarantee loans over a 5- or 10-year 
period, or bank loans, with Export-Import Bank. 

Mr. Dovetas. Yes, sir. To my knowledge there has never been any 
loss, really, in all those airplanes sold through “Exim”; in fact I think 
it basically shows some profit. 

Senator Monroney. But we cannot do it for our domestic oper- 
ators / 

Mr. Dovetas. No, sir; there is no scheme presently. 

Senator Monroney. In the state of the financial modernization, that 
is, the state of modernization of the entire fleets of even our biggest 
airlines, they have had to heavily encumber themselves with liabilities 
for perhaps a 10-year payout, did they not, on these DC-8’s, the 707’s, 
the new jet Convairs, the Electras ? 

Mr. Doveuas. Yes. 

Senator Monronry. Would you not say this has probably been an 
era of the greatest modernization of aircraft for passengers that the 
world has ever seen ? 

Mr. Doveuas. Well, it is somewhere between $3 and $4 billion of 
modernization. Unfortunately it is just not modernizing aircraft, 
when they put in a terminal like at Ottawa, it is another $10, $20 or $30 
million the airline has toscrapeup. Weare going to have to modernize 
terminals and do all of these other things we showed you; otherwise 
you are running like hell and then standing. 

Senator Monroney. But in this modernization, then, even the best 
companies, if they went out to add say 10 of these cargo planes to 
their present capital expenditures, it would be $70 million additional 
on top of a reequipment program they have just been through for 
passengers. 

Therefore, since the habits of our airlines which grew up as pas- 
senger lines—to really plunge into a breakthrough on aircargo would 
be negligible unless there was some chance for financing outside of 
their capital structure. 
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Mr. Doveras. It is very possible you are right, Mr. Senator, but I 
think of course obviously the fellows you ought to ask that question 
are not the builder, but the guy who wants to buy them. 

Senator Monroney. We will have some testimony on that. It seems 
to me that this bill which requires a substantial downpayment, but 
then no further encumbering the financial statement because the 
plane itself is security and not the corpus of the company, does permit 
a more rapid expansion than if this had to go into the liability side 
of their statement for each $7 million that the plane cost. 

You do not see any deterioration that would be rapid or that these 

lanes would become ugly ducklings on any sudden breakthrough dur- 
ing the 10-year payout period, do you? 

Mr. Dove.as. No, sir; I am not one who says the supersonic era is 
around the corner. It isa long ways away. If it costs $250 million to 
develop a DC-8, it might cost a billion dollars to develop a supersonic 
transport. 

Senator Monronry. That development first probably will be in 
passengers, because of the great speed saving, and not in the cargo 
field. 

Mr. Dovatas. This is correct. This is why I feel these airplanes 
will live, with no question, for 10 years, and if our experience teaches 
us anything, there are thousands of Douglas airplanes flying through- 
out the world today that are 20 and 25 years old. 

Senator Monroney. How old is the DC-3? 

Mr. Smirn. How old is the DC-3? 

Senator Monroney. Yes; when was it first produced ? 

Senator Eneie. The old prototype 4 

Mr. Doveuas. It was about 1932, I think, really, the DC-1 and 2; 
the DC-3 is a slight modification. 

Senator Monroney. The DC-3 is still the workhorse. 

Mr. Dovetas. That has been flying for 27 years. 

Senator Enere. May I ask a question. You talk about the cost of 
developing the supersonic transport. 

If we push this back into the military inventory, do you know 
enough about it whether or not the B—70 would have some capability 
in the commercial field ? 

Mr. Dove.as. I know quite a bit about it, Senator. I have my own 
personal feelings about the direct use of the B-70, that there are many 
things the B-70 does not need for the military mission it would need 
for the commercial mission. 

I will say this in all deference to the military, that the great amount 
of money spent by the military, year after year, in the development 
of equipment is certainly the technical background for commercial 
developments. 

When you go back and consider that the first jet airplane flew in 
1943, I think, the P-59, and it was from 1948 to 1959, im essence, 16 
years, before you really introduced jet transports to the airlines, that 
how much money you spent on the B-70, or its development, has a 
great deal to do with when you could develop a commercial super- 
sonic airline, because without that background or information on 
developing and manufacturing techniques, without knowing how to 
develop wind resistance, this is no cinch, or developing the fluids that 
run through the airplanes, or developing the sealings, tires, or wheels 
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and brakes, without military development like that, the supersonic era 
will be further away than that. Whatever work goes on the B-70 is 
a definite help to our industry to give us this background. I am not 
sure the specific airplane meets the commercial requirements, Senator, 
because it really should have higher lift coeflicients for shorter field, 
and there are some real nasty propulsion problems yet and the sound 
problems, and we are spending a tremendous sum try ing to solve the 
sound problem on afterburning engines. How you w ould do this on 
the supersonic I have not the slightest clue yet, and neither have my 
engineers. It is a terriffic problem. There has to be many years of 
development before the supersonic airplane comes. 

Senator Monroney. Getting back to this 1962 aircraft, you say at 
10,000 feet it has got a lift of approximately, for shorter ranges, about 
80,000 pounds; is that correct? 

Mr. Dovuceuas. Well, at the shorter ranges, the takeoffs are better 
than that. 

Senator Monroney. That is what I was trying to get. 

Mr. Dovetas. The takeoffs vary. At short range, like 1,000 miles, 
somewhere around 8,000-foot FAA field lengths. That means a liftoff 
much much earlier than that. But an FAA field length by definition 
is a field in which you can go up to what you call your “go, no-go” 
speed and make a decision if you have lost an engine to stop and not 
go off the end of the airport, or fly out on three engines. So the actual 

takeoff might be 6,000 feet or 5,000 feet. When you get up to ranges 
from 2,000 miles to about 4,200 miles, you have this 10-foot or so 
takeoff. 

Senator Monroney. If you have 1,000-mile range, I mean in using 
it there, then you would still have a rather useful load for inter- 
American, I mean usage, of this aircraft ? 

Mr. Doveras. At 1.000 miles, it has a payload of 112,000 pounds, 
and I might add one other thing. These field lengths I am giving you 
will reduce 15 to 20 percent under military rules. 

Mr. Smiru. In other words, the military field lengths are about 
15 to 20 percent lower than the FAA. 

Senator Monroney. They do not require three-engine performance 
on takeoff ? 

Mr. Doverias. The commercial rules are built around the highest 
safety level possible, pursuant to the business. The military can; this 
fighting is a dangerous business to start with. 

Senator Monroney. An 8,000-foot runway for an 8,000-mile hop 
would give you a maximum payload ¢ 

Mr. Dovetas. Yes, sir. 

Senator Monronry. This would not be just a transcontinental air- 
craft, it would get into a great many of the fields and not be limited 
to only those that have 10,000 feet. 

Mr. Dovetas. One of the interesting areas is the Detroit area, with 
the great production in Detroit. 

It is our hope there would be a terrific business developed of ship- 
ping on the mobile parts and things like that, and you would have 
Detroit-Los Angeles, or Detroit-Dallas, or Detroit-Miami, or other 
areas. It is not just 5,000 miles. 

Now, obviously it depends on the business generated. How short a 
range that you could get to. But where you have heavy concentra- 
tions of manufactured goods, 1,000 miles would be used. 
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Senator Monronry. Let me ask you, the equivalent capacity for 
cargo, compared to say a fleet of 400 6B’s, how many of these planes 
would be required to carry the same load ? 

Mr. Dovuctas. That would be about a 4 to 1 ratio. 

Senator Monroney. In other words, 100 of these planes would 
yield the same ton-miles over a period of time as 400 6B’s? 

Mr. Dove.as. Even more than that at long range. That is at 
medium ranges. If you take the long-range case it is even more; 
then the 6B falls in the ocean, so to speak, and has to stop. As soon 
as you have to stop, then your productivity goes up higher. 

Senator Monroney. In other words, the yield, what I am trying 
to do—while the cost of $7 million may seem high, actually you have 
at least four DC-6B’s, in lift. 

Mr. Smirn. That is right. 

Senator Monroney. Therefore you are trying to compare it with 
something we know; it would bring the cost down to, for the same 
yield, about $1,750,000. 

Mr. Dovetas. That is right. But even at the figures we gave you, 
of the 4 cents per ton-mile, that was based on the cost of the airline 
of the $7 million. That is an important part of the formula. 

Senator Monroney. I recognize that. But I am just trying to get 
over the fear that $7 million is a high price for an airplane, but if 
it does the work of four DC-6B’s, I can get a perspective in my un- 
informed and nontechnical reasoning on this thing. 

Mr. Dovetas. $5 million sounded pretty high for the big jets, but 
if you look at the airline earnings in the past year with the jets, they 
are certainly proving to be terrifically economical. And there is one 
other thing I forgot to tell you that I think is very exciting. When 
and if we build—and I think we are going to for sure—this big cargo 
version, we also then can go back and make a commercial passenger- 
carrying version of that, which has the potential of bringing the great- 
est—another boom, in our opinion, in the passenger traflic, because 
then tourist versions of that airplane can bring fares down remark- 
ably again in the passenger side of the business, and we think this 
will put America in the skies, and the workingman can start to take 
atrip to Europe. In fact, as he will, we think. 

Senator Monronry. Could I ask one rather simple question? Does 
this plane have windows? 

Mr. Douetas. Has what? 

Senator Monroney. Do you contemplate windows in this? 

Mr. Doveuas. In the cargo version; no, sir. Windows are struc- 
tural, weight empty. 

This airplane is not an airplane you want to round. These con- 
tainers are exactly the size of the airplane, you push in as a freight 
train; you have a cockpit section ahead where the crew can wander 
around, but they cannot go back in the airplane. 


_ Senator Enorr. If the table falls off they cannot go back and 
inspect the damage? 


Mr. Dovetas. Without too much reason, too. 

I am sorry, my engineer just recalculated this, it is 8 to 1 in 
productivity. 

Mr. Smirn. This is DC—6B to this plane, it is more like 8 to 1. 


Senator Monroney. It would bring the comparability of lift cost 
down to less than a million dollars? 
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Mr. Doveuas. That is right. 

Senator Monroney. As I understand, you say you would be pre- 
pared to put up the development cost for this airplane? 

Mr. Dovetas. Yes, sir. 

Senator Monroney. On the basis of selling it at $7 million? 

Mr. Doveuas. All I need is a customer, then I will build it. 

Senator Monroney. You do feel your market would be expanded 
if there was an insurance provision in the law because some of these 
companies that now would be unwilling because of the other encum- 
brances in reequipment in the passenger line would be prospects, 
where today they would not ? 

Mr. Dovetas. I think it is very possible that could expand it, but 
I always want to make the point also that is equally important, and 
that is, that the people have to get a fair rate for what they charge, 
and not this cutthroat competition, because if you go back in history, 
the thing that made the air transport business what it is today was 
when the Congress of the United States set up the rules and regula- 

‘tions so you could have—get away from this cutthroat competition, 
where you would not develop new airplanes. And back—I cannot re- 
member the year, I think it 1s in the late twenties or the early thirties, 
set up the procedure where you set the rates, like you do with a public 
utility, and that made the breakthrough, because then a man could go 
to a bank or a lending institution and say I have a contract for more 
than 1 year. Here is a brandnew airplane a bunch of characters have 
developed in California, or up in Seattle, and will you loan that 
money? Until that time there was chaos in the passenger business, 
and there will be chaos in the cargo business until the rates are fixed 
at a reasonable rate of return, like you do in a utility, so somebody 
can put some money in the bankroll and buy $7 million airplanes. 

Senator Monroney. This has long been the policy of this committee 
to insist on greater usage of common carrier rates with tariffs filed 
with the CAB, where the business can go out on a rate that is not 
excessive, that is capable of yielding an honest return on the invest- 
ment. 

Mr. Sir. That is right. 

Senator Monroney. And not destroy the cargo carriage industry, 
which sometimes is destroyed by disastrously low bidding and con- 
sequently a series of bankrupt operators, one having the contract one 
year and going broke, and the next year another operator tries it and 
he goes broke, so you have no growth potential whatever in the cargo 
field under this kind of situation. 

Mr. Dovctas. We appreciate that. 

Senator Monroney. Let me ask you one other thing. 

I have noticed consistently, through the past 3 years, a decline in 
the numbers of American-made aircraft on the world’s airlines. 

‘Three years ago you would see almost 100 percent American-made 
transports on the airfields of the world. 

This year, I would estimate that nearer 50 percent are American- 
-made aircraft. We have been having the competition from the Vis- 
count, from the Britannia, heavy competition from England, and 
beginning to get good strong competition from France with their 
Caravelle, which I noticed this morning you are now going to be the 
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sales agents for in the United States, and perhaps manufacture the 
plane here. 

Sales are justified; that in this field of aircargo, the one who gets 
there “firstest with the mostest”’, in cargo capacity, will also then have 
an opportunity to be in the foreign airline picture, and have a chance 
to get our equipment in use, but 1f we delay, and we do not make this 
breakthrough, do you not say we are going to forfeit the leadership of 
the world we have heretofore enjoyed in commercial aircraft ? 

Mr. Doucéuas. There is no question our industry has ever faced the 
competitive situation worldwide it faces today. This is for many 
reasons, many of them national, where a country will subsidize the 
whole construction of the airplane for national pride; often for many 
other reasons, with the growing strength of Europe, the tremendous 
growing economic power of Russia, so that we do face a very serious 
competition, and anything that can make the job easier for a customer 
to walk up to our door is certainly going to have a great deal to do 
with our lepdlitus, Because if you look at the U-114, or all of the 
other airplanes the Russians are building, it is not anything that 
would give you solace and make you call him, because these people, if 
they attack us on an economic basis, can surely do a job with the 
equipment they have already built. We do think that the big cargo 
developments we are talking about can meet that challenge. 

The factors we think between the Boeing and the Douglas growth 
version, we can handle the challenge pretty well, but we have to get 
going. 

Senator Monroney. I wish we could put in neon lights what you say 
at the top of page 3, particularly for our operators of our big airlines 
to read : 

World leadership in aircargo lies waiting for this country. We need only to 
grasp it. 

This I think is a cogent statement that could well be placed on the 
desk of every airline operator in the United States, as well as before 
the airframe manufacturers and the Congress itself. This is a break- 
ing point, do you not think, where we are going to either fall far be- 
hind or assume the lead. 

Mr. Dovetas. We have one very, very interesting customer we are 
in competition with now, and maybe another one, so we are very hope- 
ful that within the very near future that we can announce we are 
building an airplane, but we do want to point out that everyone must 
continue to recognize that we must have leadership in the system, and 
this is one of the ways I think we can beat the rest of the world, and I 
must congratulate the Air Force for the 463-L study. This is not a 
Douglas study. It is not a study about specific items of hardware 
from the standpoint of trying to design an airplane; it is a study that 
I was fortunate enough to be able to speak about Monday, and I will 
be glad to give the committee a copy of my interim report that really 
looks at the whole thing at once instead of just piecemeal, right from 
the order taking, and the terminal warehouse, and the whole thing. 
If we are real smart—and I think the Americans have the system abil- 
ity—and solve all of the system points—and I must congratulate you 
eee emen, and you Senator, for recognizing this point—we can then 
seep our leadership. 
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Senator Monroney. I am not asking you to agree with me, but 
even if you now have two customers that are interested in it, the in- 
sured loan bill ought to get a few more customers interested in it, and 
this is the purpose of the bill. I do not believe we will ever make a 
breakthrough on aircargo if it is done by two companies. I think it 
is going to have to have the united attack of many companies, some of 
which may be able to finance it. God bless them if they can. But 
to go forward with a major breakthrough is going to require many 
companies, successful operators, long time in business, that today will 
not look at aircargo planes. I have talked to them myself repeatedly— 
they do not want to encumber their presently heavily loaded bal- 
ance sheet, which is on the liability side, to acquire these craft. 

Mr. Dovatas. I do not disagree with you a bit, that anything that 
tends to bring us more customers is certainly going to accelerate this, 

I am just not an expert to know how many of the airlines would use 
this kind of an operation, but I think that if they would use the opera- 
tion and buy more airplanes, then it will accelerate the aircargo. 

I only hope administratively that we do not try to wind in require- 
ments that would deter from getting this low cost per ton-mile. 

Senator Monroney. This is one of the things that the approval of 
the Federal Aviation Administrator is required in this bill, is be- 
cause without the low cost per ton-mile, which does not enter into the 
heavy calculations of the military, it makes the plane worthless if 
every model has a built-in headwind of 100 miles an hour, or equipped 
so it can land at the South Pole, or do an airdrop over the Middle East. 
You have to compromise someplace. Some good lift is better than no 
lift at all. 

Mr. Dovetas. That is true, Senator. 

Senator Enetz. May I ask you: Have you put any compromises into 
the design of this airplane to meet the military requirements that 
would cost the commercial operator more money ¢ 

Mr. Dovetas. No, sir, we have not. But we have checked the air- 
plane versus the studies we are doing on the 463-L, and it would be 
possible to buy special rail adapters—it would be possible for the 
commercial operator to buy special rail adapters that would fit the 
rail system that the military is going to purchase. You see the mili- 
tary has the problem it has to have a system that fits in all the various 
secre of equipment they have now, C-119, C-124, C-133, C-130, Lock- 

eed C—121, the Douglas C-118. 

Their rails are narrower in tread than ours, because of having to fit 
into a multiplicity of airplanes. But we have already designed adapt- 
ers so that the rail system for the military could be put in the com- 
mercial, and when you were carrying special military pallets, you 
would have some loss in payload, but it would not hurt the airplane 
on all of the commercial operation. So what we try to do is design 
anything that is special for the military detachable, or something, so 
you would not wreck its commercial capability. 

Senator Monronery. The plane could = modified to fit the military 
needs, or modified to fit the commercial needs ? 

Mr. Dovctas. Well, the modification would take maybe an hour or 
two to put in different rails, to use the exact military pallets. 

Senator Monroney. I have no further questions. 
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Thank you very much, Mr. Douglas, for your very helpful and stim- 
ulating testimony of you and your associates, Mr. Smith and Mr. 
Cooper. 

We would like if you would be good enough to furnish material, I 
believe you have it already in a brochure, where some of these graphs 
and charts of cost could be reproduced in the hearing. 

Mr. Dovetas. We have a brochure that we will leave with your 
staff. We do not have every one of these charts reproduced, but we 
will try to reproduce them tomorrow or the next couple of days, be- 
cause we need them for a CAB hearing that we have to appear before. 

Senator Monronry. If you could give us a reproduction of those, 
so certain ones we can use in our hearings, we would greatly appreciate 
it. 

Mr. Dovetas. Thank you, gentlemen. 

Senator Monronry. Thank you again, and my very best regards 
to Don Douglas, Sr. 

I believe the committee had better recess at this time until 2 o'clock; 
is that agreeable? 

We have Mr. Stuart Tipton, and we will try to have Mr. Stuart Tip- 
ton and the representative of the AA XICO people. 

(Whereupon, at 12:25 p.m., the committee was recessed, to recon- 
vene at 2 p.m., the same day.) 


AFTERNOON SESSION 


Senator Monronry. The Subcommittee on Aviation will resume 
its hearings. 

We are honored today to have Mr. Coates Lear, secretary of the 
AAXICO aircargo line here. We appreciate your coming before us 
and we certainly ‘will be happy to have the benefit of your “testimony, 


Mr. Lear. 


STATEMENT OF COATES LEAR, SECRETARY, THE AAXICO 
ATRCARGO LINES 


Mr. Lear. Thank you very much, Mr. Chairman. 

I am Coates Lear. My address is 1625 I Street NW., Washing- 
ton, D.C., and I am appearing for AAXICO Airlines, Inc., whose 
principal base is at Miami, Fla. 

I do not have a prepared statement, but I would like to describe 
very briefly some of our problems. 

Senator Monroney. To make the record clear, you are one of the 
three cetrificated all-cargo carriers, I believe ? 

Mr. Lear. One of four to be exact, Mr. Chairman. 

Senator Monroney. Seaboard & Western was added, but you are 
one of the original three. 

Mr, Lear. There are four domestic ones, Slick, Riddle, Flying 
Tigers, and AAXICO. Then in addition, the overseas and foreign 
carriers are Seaboard & Western, and Aerovias Sud Americana. 

Senator Monroney. Yes. 


Mr. Lear. So there are a total of six, only four certificated domes- 
tically. 
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Senator Monronry. These, to make the record clear, are all unsub- 
sidized cargo carriers, receiving no subsidy or any aid whatsoever 
from the Federal Government. 

Mr. Lear. That is correct, Mr. Chairman. 

I would like to point out immediately that we own a fleet of 35 
C46 cargo aircraft and 2 DC-6—A cargo aircraft, which I believe 
you will find is the largest fleet of cargo aircraft owned by any Amer- 
ican air carrier. 

We are now operating approximately 40 cargo aircraft, mostly 
under a Government contract which is known as the Logair, and the 
Logair contract is to provide service among domestic military in- 
stallations for the Air Force. 

We are certificated by the Civil Aeronautics Board over routes ex- 
tending from New Orleans on the one hand, to Cargill, in Detroit, and 
also to New York on the other hand. 

We operated these routes for the period of November 1956, to 
July 1959, a period of approximately 3 years. 

It was our experience in operating the routes that we would not 
break even. As a matter of fact, our average losses on our com- 
mon carrier service amounted to approximately $20,000 per month, 
and since we are not in business to lose money, we finally suspended 
service as of June 30, 1950. 

We did find, however, that despite the directional imbalance of 
our routes and the relative short-haul characteristics of the routes, 
that at time we did a little bit better than break even, particularly 
over the heavy traffic season during Christmastime and at other sea- 
sons of the year. 

We know it is a fact that if we had a little more efficient airplane 
that we could make these routes pay. 

We strongly support the legislation which is under discussion here, 
namely S. 2774. 

Our principal need is for a relatively short haul, efficient, modern 
cargo aircraft and I mean by “short haul,” an aircraft that will oper- 
ate efficient at a length of somewhere between 500 and 700 miles. 

To that extent, I believe our case is somewhat unique, at least from 
the standpoint of the testimony so far that I have heard at this hearing, 
and I will admist I have not attended every day of it. 

I would like to comment on some testimony I did hear the other day, 
rather, questions directed by Senator Engle to, I believe, General Que- 
sada on the possibility of the modern cargo aircraft envisaged by S. 
2774 becoming obsolete in a relatively short period of time. 

As we see the situation, the type of endl which would fulfill our 
needs would be a turboprop aircraft and we cannot see the day when 
a pure jet cargo aircraft would be operated economically over our 
routes. 

My point is simply this: That I do not believe that the type of air- 
craft which we would operate could conceivably become obsolete in 
any 3 years, such as apparently is the belief of Senator Engle. 

We are also in favor of retaining in the legislation the provision to 
the effect that the purchasers of the aircraft would have to invest 
approximately 30 percent of the total purchase price. 
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We think that that would be an indication that they are sincere 
about the program and also would tend to weed out carriers who might 
having nothing but a wish and a prayer and who might try to take ad- 
Vv antage of this legislation. 

Weare in favor of the legislation 100 percent as it is now written and 
furthermore, we believe that it is inevitable because of military neces- 
sity that a fleet of modern, efficient, cargo aircraft be built. 

If they are going to be ‘built by "funds donated from the military, 
we believe that is much less efficient and more costly than if private 
enterprise shares in the cost and puts them in commercial service where 
they can earn a living when they are not needed for military assistance. 

That concludes my statement, Mr. Chairman. 

Senator Monroney. Thank you, Mr. Lear. 

If this bill should succeed in making available a modern turboprop, 
since it does not confine itself to only one type, or a turbofan, both 
types of planes being available, some being better for the long-haul 
operators than the other type, the turbofan being perhaps their choice, 
the other operators, needing the turboprop, w ould you say a 4-cent-a- 
ton-mile or 5-cent-a-ton-mile direct operating plane, with 50,000- 
pound capacity or above, would enable you to fly your presently cer- 
tificated route at a profit ? 

Mr. Lear. Oh, definitely, sir, yes. 

Yes, as a matter of fact, our average operating cost has been around 
14 cents and I might add, 14 centsa ton-mile total cost. 

I might add that is the lowest per-ton mile operating cost ever 

achieved by any airline, and we have come very near breaking even 
at that. 

Actually, if you had an airplane we will say with 4- or 5-cent-per- 
ton-mile direct operating cost, we could probably operate that airplane 
at around 7 cents as total cost. 

So we would definitely be “over the hump,” there is no doubt about it. 
As a matter of fact, our projections have been based on a 10-cent per 
mile, per ton-mile operating cost, as enough to enable us to earn quite a 
substantial profit. 

Senator Monroney. You feel you would be perhaps competitive 
then on many types of things that today move by surface, but would 
find it cheaper or at least better to move by air? 

Mr. Lear. Absolutely, and it would, also, Mr. Chairman, solve 
what is one of our principal problems, which is the backhaul move- 
ment, namely, the scarcity of airfreight moving northbound as op- 
posed to airfreight moving southbound. It has been our experience 
we go out of New York 90 to 95 percent full, and on the return 
load we are approximately 30 percent full. It is all due to this rate 
situation. 

Senator Monroney. In other words, if you could move shrimp or 
fish or vegetables or things of that kind up from the gulf, you then 
could balance your load and could do it perhaps competitively, could 
you not, with your surface, considering speed, ya ck of need for longer 
refrigerati ion, freshness of delivery and t slehanee of that kind ? 

Mr. Lear. There is no doubt about it, no doubt whatsoever. 

I might say, Mr. Chairman, unlike some of the other cargo car- 
riers, we are in rather good financial condition. As a matter of fact, 
the reason we suspended service was to try to preserve our financial 
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condition, and we are fully prepared to go forward with another 
investment of at least $2 million in cash on our part to try to put 
this program across. We think it would be much better for the 
Government to take our money than to take the taxpayer’s money. 

Senator Monronry. You would feel, however, to get the money re- 
quired for a fleet of these planes—I do not know how many you would 
consider—do you have any idea how many planes you would need? 

Mr. Lear. Well, initially, if we can obtain this plane, we would 
like to get three and for the purpose of projecting our future opera- 
tions, we have used the Argosy as a model which we are told, and we 
have investigated it quite thoroughly—is selling for around $1,500,000 
each. That would be only the initial stage. We would require some 10 
airplanes to completely serve our routes. 

I might say, Mr. Chairman 

Senator Monroney. Of course, the Argosy is a British-made plane, 
is it not? 

Mr. Lear. That is right, and in that connection, there is one point I 
forgot. We understand, as a matter of fact it is a fact, that the Air 
Force just last week put out an invitation for bid on a rather extensive 
contract, again in connection with this so-called Logair system, I 
suppose the chairman understands what I am talking about. 

Senater Monroney. Yes, sir. 

Mr. Lear. And the only airplane which would qualify for the 
service is the Argosy. We take a rather dim view of that. Our own 
Air Force is projecting a contract on the basis of foreign-made air- 
planes as the only airplane that can possibly qualify. 

Senator Monroney. Why was that, because of the cost factor, or the 
loadability, or what ? 

Mr. Lear. Well, I really cannot speak for the Air Force. 





LAw OFFIces, LEAR & ScouTrt, 
Washington, D.C., February 18, 1960. 
Re 8. 2774. 
Hon. A. S. MIKE MONRONEY, 
Senate Office Building, 
Washington, D.C. 

My DEAR SENATOR MONRONEY: The purpose of this letter is to supplement the 
testimony which I presented on behalf of AAXICO Airlines, Ine. before your 
committee on February 11, 1960, concerning the above legislation. 

During the course of my testimony I mentioned that the U.S. Air Force is 
attempting to negotiate a contract for the transportation of high priority military 
cargo among domestic military installations with a contractor who would be 
required to operate a foreign built cargo aircraft in order to fulfill the con- 
ditions of the contract. 

I now understand that the facts in this case are as follows: By a “request for 
quotation” dated February 4, 1960 (No. 11-626—60-2) the Air Force is seeking 
contract aircargo service over four domestic route patterns during the period 
July 1, 1960, through June 30, 1961. The contract contemplates the operation 
of about 9,200,000 aircraft-miles of which total route pattern No. 4 would account 
for about 4,700,000 miles. 

The Air Force specifications with respect to route patterns 1, 2, and 3 are 
so worded that the only aircraft which could qualify to operate the routes is 
the Argosy, a cargo aircraft being manufactured by Armstrong-Whitworth Co. 
in England. Indeed, it is my understanding that representatives of Armstrong- 
Whitworth actually participated in the writing of the specifications, for the Air 
Force contract. 

At the present time it is not known what aircraft is capable of operating route 
pattern No. 4. Apparently the Argosy does not have a sufficient payload 
capacity to operate this pattern. There are no U.S. cargo aircraft licensed by 
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the Federal Aviation Agency which could operate route pattern No. 4 or indeed 
any portion of the proposed contract. 

AAXICO estimates that approximately five Argosy aircraft would be required 
to operate route patterns 1, 2, and 3. Assuming that the Argosy would also 
qualify to operate route pattern No. 4 the entire contract would require about 
10 Argosy planes. 

AAXICO takes the position that this contract is adverse to the public interest 
and the interest of national defense for the following principal reasons: 

1. The only aircraft which can qualify for the contract operation is the 
Argosy—a foreign-built plane. It is in the best interest of the United States 
to develop its own fleet of cargo aircraft. If the United States becomes depend- 
ent upon foreign-built cargo planes many years and the expenditure of enormous 
funds will be required to overtake the lead of other nations in the cargo aircraft 
field. 


2. The proposed Air Force contract violates the spirit and purpose of the Buy- 
American Act. (41 U.S.C.A. 10.) 

AAXICO supports any reasonable efforts on the part of the Air Force to foster 
the development of a fleet of modern cargo aircraft for contract operations by 
civil air carriers. The instant proposal of the Air Force, however, appears to 
be completely unreasonable for the reason set forth above and for the further 
reasons that (a) although the operation of the entire contract would require 
about 10 Argosy aircraft, only 5 of these planes have actually been manufac- 
tured; and (0b) although the contract requires that it be operated with aircraft 
licensed by the Federal Aviation Agency, the Argosy has not been so licensed. 
Indeed it is our understanding that the Argosy is not even licensed in England. 

Very truly yours, 
CoaTEs LEAR. 

Senator Monronrey. There are no Argosys flying now, are there, in 
domestic carriers ¢ 

Mr. Lear. No, sir; furthermore we understand it is not certificated 
by the FAA but laying that aside, it would be my best guess—and it 
is nothing but a guess—the Air Force desires to upgrade the type of 
equipment which is being operated on their contract services, and the 
plain fact of the matter is, as everyone knows, we have no modern 
cargo aircraft, therefore, in an effort to upgrade their fleet, they have 
projected a contract on the basis of the Argosy. My whole point is, 
I think it is a pretty sorry a on us that we have to have 
Government contracts operated, again that can only be operated by a 
foreign-made airplane. 

Senator Monroney. Would the CL-44 qualify under that? 

Mr. Lear. No, sir; it istoo large. It has to have a truck-bed height, 
and the doors have to be a certain size. It is tailor made for the 
Argosy. ‘The specifications are written for the Argosy. 

Senator Monroney. I see. 

Mr. Lear. It is a very extensive contract. 

Senator Monroney. In other words, there are dozens of companies 
carrying Logair now, are there not ? 

Mr. Lear. No, sir. There is AAXICO, Capital Airways, Slick, and 
one other, Resort. They are the four companies operating Logair. 
We operate the greater portion of Logair. 

Senator Monroney. I see. 

This would require you to reequip ? 

Mr. Lear. We do not know how extensive it is going to be, in other 
words, whether it is the intention of the Air Force to convert Logair 
entirely to the Argosy or its equivalent, or whether they would con- 
tinue the customary C-46 and DC-4 operation. We suspect it is the 
latter. In other words, that this Argosy would operate only a portion 
of the routes, because it is a little too early to tell because of the so- 
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called IF'B’s for fiscal 1961 have not yet been released by the Air 
Force, for the regular service. This was a so-called RFP, in other 
vords, a request for proposal that came out just last week with respect 
to the Argosy operation. 

Senator Monroney. Well, aside from the Logair operation, would 
you say that there is any plane now contemplated by American manu- 
facturers that would suit your needs? 

Mr. Lear. None that we know of; no, sir. 

Senator Monroney. In other words, you would not be interested in 
any of the planes that have been described, even including the CL-44? 

Mr. Lear. No, it is too large for our service. I assume it is a 
wonderful plane transcontinentally, but due to our short-haul char- 
acteristics, it would have to be a plane roughly equivalent to the 
Argosy. We made quite an intense study of the Argosy, and we reall 
do not believe it will do all the manufacturer says it will do, but that 
is just our opinion. We would have to give it a test on the routes be- 
fore we could ever determine what it will do and what it will not do. 

Senator Monroney. What is the claimed direct cost per ton-mile? 

Mr. Lear. Well, the manufacturers claim a direct cost per ton-mile, 
as I recall the figure, of around 6 cents, but we frankly do not believe 
that is so. 

The way we look at it, the Argosy will probably cost around 14 
cents per ton-mile total operating cost, and we can operate our DC- 
6A’s for about 13. Those are just our figures, but they are not taken 
out of ahat. We made quite astudy of the matter. 

Senator Monronry. What kind of terms would the British Govern- 
ment give you on that? 

Mr. Lear. We have not talked terms with them yet. They are very 
liberal, we know that. 

Senator Monroney. I gather from what you say this is a rather 
low-cost capital investment as well, is that right ? 

Mr. Lear. That is right. 

Senator Monronry. What is the neighborhood of the flyaway cost? 

Mr. Lear. 1,500,000. 

Senator Monroney. The capacity would be larger than a DC-6B. 

Mr. Lear. That is right. 

Senator Monroney. It would be a four-motor turboprop ? 

Mr. Lear. Yes. 

Senator Monronery. Even though you are presently aware of the 
fact that no American plane operators today have projected a plane 
of this size, or characteristic, and not expecting this bill to cover 
British manufacturing, you still feel that, because of your interest in 
aircargo, this bill would be a fine thing for the stimulation of the 
development of an aircargo industry ? 

Mr. Lear. Oh, yes; definitely. It is inconceivable to me if the 
aircargo business is going to be developed, and we firmly believe it 
will, that it will have only long-range air traffic. That has never been 
true in the passenger field. We see no reason why it should be true 
in the cargo field. 

Senator Monroney. The only thing we had was testimony when you 
were not here yesterday, I believe, by one of the all-cargo operators, 
Slick, that testified they thought they could quote a rate at 10 percent 
below truck rate on hauls over 400 miles with a new turboprop aircraft. 
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Mr. Lear. I would subscribe to that. I think that is reasonable; 
es, Sir. . 

Senator Monroney. So, this new type of craft, of course, could go 
from nothing today to where you might sooner or later find some 
aircraft that would be even suitable for your runs? 

Mr. Lear. That is right. I might also add, Mr. Chairman, we 
have an application into the Civil Aeronautics Board to extend our 
routes down to Kingston, the southern terminal, rather than New 
Orleans, which would give us of course a longer length of haul and 
solve some of these problems that we have because of the short-haul 
characteristic of the route. 

Senator Monroney. In other words, you could then serve more than 
one southern terminal point, sir. I see you are flying to Birmingham, 
Atlanta, and you are also into Detroit. 

Mr. Lear. That is right. 

Senator Monronry. Can you go direct from Detroit to Atlanta, 
Birmingham, and New Orleans ? 

Mr. Lear. No, we cannot go from Detroit to Atlanta. We can 
go from Detroit direct to Birmingham. You see, Riddle serves 
Atlanta-Chicago. 

Senator Monroney. The map that I have before me shows that 
you go from New Orleans, Birmingham, Atlanta, Richmond, Wash- 
ington, New York, that is the terminal, is it not, New York? 

Mr. Lear. You are right, Mr. Chairman, my only point is as far 
as the Great Lakes-New Orleans service is concerned, the cutoff point is 
Birmingham, not Atlanta. 

Senator Monroney. I see. 

Mr. Lear. In other words, we can operate—— 

Senator Monronery. A very minor adjustment though, would give 
you another pretty good terminal area, would it not ¢ 

Mr. Lear. That is right; yes. 

Senator Monronry. There has been a lot of conversation at least 
in the hearings that the Detroit: area which you are franchised to serve 
may generate one of the biggest hauls of aircrago in automobile parts 
and fenders and accessories. 

Mr. Lear. Absolutely. And in that connection the solution to the 
problem, and it is perfectly apparent. to anyone in the business, is 
that if you can get your costs down so as you can tap particularly 
the agricultural market in the South, and get at least some relief 
form this backhaul problem, that you have got. it made, so to speak. 

There is no doubt about the traffic coming out of Detroit, that is 
no problem, it is the backhaul, sir, that is the big problem. 

Senator Monroney. Getting into Houston or other points would 
help you materially perhaps to do that, or either into the Rio Grande 
Valley ? 

Mr. Lear. We feel Houston is a stronger southern terminal than 
New Orleans, and furthermore it gives us an added length of haul 
which is what we need, so the cost. would be cheaper. 

Senator Monroney. I see. 

Would you think perhaps if this bill goes through, if there is a 
great leap forward in aireargo, it, would .be wise for the CAB to-re- 
evaluate the route structures that would be designed then for more 
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modern planes than which they were originally designed for with the 
C-47 or the DC-4? 

Mr. Lear. Yes, sir, and I think actually to do that, there is a pro- 
ceeding going on under docket 10067, which is the Air Cargo Investi- 
gation case in which all the cargo carriers are participating as well 
as their competitors, and so there is already a forum for that. reevalua- 
tion, and it is already set up for that purpose. 

Senator Monronry. You would, of course, perhaps, even if this bill 
was passed, even though you are flying a route structure, you still 
could be eligible, could you not, to bid or to negotiate for charter serv- 
ice with a more efficient aircraft ? 

Mr. Lear. Oh, yes; we have done a lot of that in the past, an extensive 
amount. 

Senator Monronry. Would you say that a lower cost operating 
plane such as you described, the Argosy, or any other, would, because 
of the decrease in the cost of operation and ultimately the cost to the 
Government to perform this service result in far greater savings to the 
Government than any possible contingent loss that we might have on 
the insured program ? 

Mr. Lear. Oh, definitely, definitely. 

Senator Monroney. You could reduce your rate today; what is that 
rate again ? 

Mr. Lear. Well, it is about, average yield is about 18 cents, some- 
thing like that. 

Senator Monroney. 18 cents a ton-mile? 

Mr. Lear. Yes, sir. 

Senator Monroney. You think you can come down to what figure? 

Mr. Lear. About 12 cents is the figure we want to come down to. 

Senator Monronry. You save at least a third in the cost ? 

Mr. Lear. That is right. 

Senator Monroney. There is a considerable tonnage movement by 
logair ? 

Mr. Lear. Oh, yes; yes, sir. 

Senator Monroney. And by that third reduction, at least, you would 
also build up perhaps by being able to ship faster and cheaper even a 
greater volume that then could move by air even in the logair opera- 
tion ? 

Mr. Lear. That is right. And in our route it ties into the common 
carrier service for the military; for instance there is a large military 
establishment in Warren Robbins, not too far from Atlanta. That 
has been one of the big sources of northbound traffic which is ideally 
suited for our route. 

Senator Monroney. You would be allowed—you would not have to 
double back from Birmingham to Atlanta; would you? 

Mr. Lear. No, sir. 

Senator Monroney. I mean they allow you some latitude in flying 
across routes, not just following a line drawn on the map? 

Mr. Lear. Well, on the regular common carrier service, of course, it 
is a point-to-point service, and we truck the freight into Atlanta on 
the Warren Robbins route. 

Senator Monroney. You can fly out of Atlanta perhaps to Louis- 
ville, Indianapolis, Chicago, Milwaukee, Detroit, which is in your 
service area ; is that not correct? 
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Mr. Lear. No, we cannot do that. I will tell you the reason for it. 
Riddle Airline, which is another certificated cargo carrier, is author- 
ized to operate, say, between Atlanta and Chicago, and I suppose that 
is the primary reason the Civil Aeronautics Board made our service 
made the gateway Birmingham, rather that Atlanta. So we could not 
operate Atlanta-Chicago, that would be Riddle’s, but we can operate 
Atlanta-Baltimore-Philadelphia-New York, and so on. 

Senator Monroney. I see. 

You say you are not now flying scheduled service ? 

Mr. Lear. No, sir; we are not since last July. 

Senator Monroney. Slick is not now flying scheduled service ? 

Mr. Lear. That is correct; yes. 

Senator Monroney. Is Riddle flying scheduled service now ? 

Mr. Lear. Yes; they abandoned certain points, but they are still 
operating between certain points. I do not think I could name them. 

Senator Monroney. Flying Tigers are also a scheduled service, cer- 
tificated; are they flying scheduled services now? 

Mr. Lear. Yes, sir. 

Senator Monroney. They are still covering their schedules? 

Mr. Lear. That is right. 

Senator Monroney. All of them are using at the present time 
nothing more modern than a 6—B or a Connie; is that right? 

Mr. Lear. That is correct; yes. 

Senator Monronry. But the bulk of the fleet, some of them I guess 
still remain C46, and C-47 categories. 

Mr. Lear. That is right. We operated the service, except for char- 
ters, with the C46 aircraft which is basically the same type of aircraft 
that Riddle is operating. 

Senator Monroney. Yes. 

Fine. Thank you very much, Mr. Lear. 

Mr. Lear. Thank you, Mr. Chairman. 

Senator Monroney. Thank you for your courtesy to this committee 
and for your valued testimony in support of the proposed legislation. 

Mr. Lear. Thank you very kindly. 

Senator Monroney. Our next witness is Mr. Stuart G. Tipton, pres- 
ident of the Air Transport Association, which represents practically 
all certificated scheduled airlines in the United States. 

Mr. Tipton, we are grateful to you to appear again before this com- 
mittee and to give us the advantage of your studies and testimony on 
this important matter to air commerce. 





STATEMENT OF S. G. TIPTON, PRESIDENT, AIR TRANSPORT 
ASSOCIATION OF AMERICA 


Mr. Treron. Thank you very much, Mr. Chairman. I am always 
pleased to come before this committee, and particularly pleased to 
come at this time when the committee is concentrating on a major 
phase and a developing phase of the air transport business. 

I have a prepared statement, Mr. Chairman, and if it is all right, I 
will'ptoceed to go through this statement. 

Senator Monroney. Go ahead and read your statement. 

Mr. Treron. I am president of the Air Transport Association of 
America, which is composed of substantially all of the certificated 
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scheduled airlines of the United States. The industry is grateful to 
the committee for taking up the important subject of the development 
and use of a modern cargo aircraft. 

As the committee studies the legislation before it, it is necessary, we 
believe, that the committee also have before it a report on the current 
air cargo transport system, its scope, the method of its operation, and 
the immediate prospects for its further expansion and development. 

Much as been done by the scheduled airlines in this field and tremen- 
dous progress has been made even though, when compared with the 
total freight movements, the amount of cargo now being carried is not 
great. 

Since the end of World War II air freight has been ™ fastest 
growing category of air traffic. In 1946, the first full year of air 
freight operations, the certificated airlines operated 15 million freight 
ton-miles. By 1959 this figure had increased 39 times, to about 595 
million. Air freight now accounts for about 14 percent of the total 
ton-miles performed in scheduled services. The following table 
clearly shows the amazing growth of air freight, in relation to the 
other types of traflic carried by the airlines: 


Kind of traffic 


{Millions of ton-miles]} 
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Comparison of the increase in air freight with similar increases in 
certain industries, usually regarded as gr owth indust ries, really points 
up how well the airline ‘industry has done in that field. The follow- 
ing table is illuminating: 
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Looking for a moment at the route map, the airlines provide sched- 
uled freight service to approximately 5,000 points domestically—of 
which 4,250 of these points are served by truckers operating supple- 
mentary to and under contract with the airlines—and 160 points in 
foreign countries, 

The industry has approximately 150 aircraft. capable of all-carga 
service. One-third of these are late model, piston-engine aircraft, 
About one-half of the industry’s air freight vo Lanate | is now carried in 
combination aircraft. We do not have adequate figures’ to describe 
the present industry wide capacity to move freight in this way. Asan 
indication of potential capacity, the DC-8; in addition-to.a full pas- 
senger load, has as much cargo capacity on a transcontinental flight as 
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an entire DC-4. More aircraft are being converted from passenger 
configuration for all-cargo use as they are replaced by turbine aircraft. 

The reason for this i impressive record is the splendid cargo service 
which the airlines have created. 

Available equipment has imposed a rather high floor on the level 
of aircargo rates. However, there certainly has been no ceiling on 
the level of service which the industry provides. Through imagina- 
tion, energy, know-how and promot ional effort, the industry developed 
a cargo service unmatched in the history of transportation. This 
service is characterized by a number of important elements. The first, 
obviously, is speed. The industry's aircargo service now prov ides 
dependable 24-hour delivery to all of the 5 000 points served in this 
country, and correspondingly speedy service to important points any- 
where in the world. 

Another important element of the aircargo services is the smooth 
carriage provided by air transportation. Tests made by the National 
Safe Transit Association demonstrated that cargo transported by air 
receive a smoother ride, by a wide margin, than by any other form of 
transportation. This is important from a dollar and cents view point. 

Another important element of the airlines’ aircargo service 1s the 
integrated nature of that service. The scheduled airlines of this coun- 
try, through interline arrangements with each other and with foreign- 
flag air lines, offer shippers an integrated worldwide network of trans- 
portation not even approximated _ by any other form. Every city of 
any size in this country enjoys aircargo service to every other such 
city, and to every important foreign city. In using this service the 
shipper enjoys the advantage of a simplified, uniform air bill—an 
achievement unmatched by any other form of transportation. He 
also needs only to consult one single consolidated tariff to determine 
the rate, routing and conditions of carriage to any point in the United 
States. The airlines’ extensive internal communications systems, in- 
volving thousands of miles of privately leased lines, are available to 
prov ide an ease of tracing shipments which is unmatched in any other 
form of transportation. In case of loss or damage, the shipper or 
consignee may, by reason of air carrier interline : arrangements, obtain 
payment of his claim from any air carrier who might have been in- 
volved in the handling of the shipment. In view of these closely in- 
tegrated operations it comes as no surprise to know that over 30 
percent of today’s aircargo traffic moves over the lines of two or more 
airlines in its movement from origin to destination. 

Unlike their surface brethren, the airlines did not even consider 
attempting to operate an air freight service without providing local 
pickup and delivery. When the air freight system was established 
shortly after World War II it was promptly accompanied by the 
activation of an industry corporation called Air Cargo, Inc., whose 
job it was to provide local pickup and delivery all over the countr y- 
This it provided by contract with more than 350 local cartage oper- 
ators, and it is on this basis that the airlines are able to provide door- 
to-door service at all 5,000 of the points which receive cargo service: 

So much. for what is going on now. Recognizing the expanding 
character of the air freight ‘market, many improvements are being 
built. into the present system, Three:carriers have ordered new eargo 
aircraft, the Canadair CL-44. Twenty-six DC—7’s are being converted 
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from their present passenger configuration to an all-cargo configura- 
tion. Other carriers are investigating available cargo aircraft as well 
as the possibility of converting passenger transports. The industry 
is now conducting a very extensive review of the possibilities of 
through service, including a single shipping document and through 
rates and standard liabilities, to be provided in cooperation with line- 
haul truckers to many additional points, including about 1,500 mili- 
tary installations. Extensive work is being done on containerization 
in the interest of improving the handling of freight both on the 
ground and in the airplane. Containerization has been found to be 
particularly useful in the air movement of household goods, and is 
expected to be used extensively. Electronic reservations systems, 
originally developed to deal with passenger reservations, are being 
expanded for use in cargo traffic management. <A great deal of work 
is being done throughout the country in the development of cargo 
terminals. Industrywide studies are being made, and in connection 
with airport improvements, modern cargo terminals are being built. 

The industry has done an excellent job in the promotion of air 
cargo. The promotion of the use of this air freight transportation 
system has been about as hard a sales job as anyone has undertaken. 
Air freight rates average out at about 22 cents a ton-mile. The air- 
lines’ freight salesmen, therefore, have been competing with trans- 
portation rates by surface carriers averaging from 10 to 50 percent of 
the air freight rates, depending upon the service. The job of selling 
air freight has thus called for the utmost in energy, imagination, and 
ingenuity. Airfreight transportation, of course, has for many years 
been used for emergency shipments of all kinds, but it was clear at 
a very early time that an air freight system could not be based upon 
that type of shipment—there are just not enough emergencies. Con- 
sequently, the objective has been to fit air freight transportation into 
the routine, normal movement of goods throughout the country and 
abroad. 

Basically, the salesman had three things to sell—speed, ease of 
movement, and reliability. Consequently, in his exploration of dis- 
tribution methods, he had to find ways by which these three elements 
could be utilized, and he developed what is sometimes called the “total 
distribution cost,” or the “integrated systems,” approach. These rather 
formidable terms simply mean that the cargo salesman makes a 
detailed study of a potential customer’s distribution methods from the 
time the product comes off the production line until it is delivered to 
the customer. He then endeavors to recommend changes involving the 
use of air freight which would reduce total distribution cost. It is 
in this fashion that a high percentage of the present 595 million ton- 
miles of air freight have been developed. 

There follows in my statement a number of examples of what has 
been done in this field in this way. 

These examples, or most of them have been presented already, 
Mr. Chairman, and if you have no objection I would just include those 
in the record and pass over them. 

Senator’ Monroney. Well, that is perfectly all right. If you would 
care to read them we would be happy to hear them. 
Mr. Treron. I do believe they have been included. 
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(The portion of the statement not read is as follows :) 


Jet airframes are built on the west coast; practically all of the engines are 
built on the east coast. Until recently aircraft engines were shipped by surface 
transportation in heavy metal containers, which had to be returned. Now these 
engines are being flown to the west coast packaged only in zippered plastic 
bags and bolted to shipping stands. The Boeing Airplane Co. has estimated 
that for the first 100 707 aircraft which it produced, shipping the 400 engines 
by air in the manner described resulted in a saving of shipping costs of over 
$750,000. Here, by reason of the ease with which air shipments are moved, 
it was possible to reduce packaging costs enough to justify relatively high 
transportation rates by air and still save money. In this case the speed of 
air transportation was not a factor. 

Another very important ingredient of the total distribution-cost concept is 
elimination of complete steps in the distribution process. Let me give you 
an example of one of the successful applications in this area. Recently, the 
Raytheon Corp., one of the country’s largest manufacturers of electronic equip- 
ment, announced the institution of its “Unimarket’” system whereby it now 
serves distributors throughout the entire United States from a single “Unicenter” 
located outside Boston. This direct distribution by airfreight has made it 
possible for Raytheon to completely eliminate one whole step in the process, 
and thereby, three regional distribution centers within the United States. 
Raytheon estimates that the saving from eliminating duplicated inventories 
elone is some $2 million, not counting the saving from discontinuing the opera- 
tion of the three warehouses. Furthermore, the company has improved its 
delivery service by reducing delivery time from an average of 7 days to 1 day. 

The speed of this airfreight service has enabled a vast variety of industries 
to open up new markets. For example, two full planeloads of late editions of 
New York papers are flown to Florida every night during the tourist season, 
for delivery before breakfast. It is interesting to note that the same airplanes 
return to New York the next day with loads of perishables, for example, straw- 
berries which are packed that morning and served garden-fresh the next day 
in New York. 

The total distribution-cost concept also involves elimination of extra work 
in the form of servicing various products that are distributed nationwide. For 
example, IBM now ships by air electronic computer systems, merely wrapped 
in brown paper and bolted to a skid. Their experience has shown these deli- 
cate machines need almost no adjustment upon delivery to the customer. A 
well-known motorcycle manufacturer now ships his product completely as- 
sembled and factory adjusted. Packing consists of wire strapping the machine 
to a dolly. Although airfreight transportation costs are considerably higher, 
this manufacturer estimates a net saving of $7.50 a machine by eliminating 
reassembly and adjustment at destination. 

We could go on for some time reciting examples like these, but the ones I 
have given serve to illustrate not only the contribution air transportation is 
making to the improvement of business methods, but the great difficulty of 
selling airfreight. The airfreight salesman cannot merely go to the industrial 
traffic manager of a corporation and sell his service. He must examine the 
customer’s distribution system as a whole and if he finds opportunities for air- 
freight use, he must make people change their ways. There is probably no 
harder task than to convince someone who has been performing a particular 
operation in a particular way for a long time that a better way is available 
to do it. 


Senator Monroney. In other words, the essence of this matter you 
are putting in the record is the economies that will be made by han- 
dling in very light wrappings such items as motors, et cetera, rather 
than having them in containers ? 

Mr. Tirron. That is exactly right. To mention briefly, a good 
illustration, that is a movement of motorcycles. 

The motorcycle manufacturer ships his motorcycle by air. The 
rate’ differential is very high. .The important thing is he does not 
have to crate it, he does not have to disassemble it, it comes to his dis- 
tributor’s place all ready to ride away. He figures he saves $7.50 a 
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machine by shipping it by air. That is the type of thing that has 
had to be developed. 

As I have said, it is the hardest sales job there is, particularly in 
view of the present high prices that we must charge. 

Senator Monroney. Even then you found a ‘good market by pin- 
pointing the specific kinds of ¢ argo that do fit ideally into air car- 
riage even at a premium rate that has to be char ged under the present- 
day equipment ? 

Mr. Tieton. That is right, and the reason I emphasize this, Mr. 
Chairman, is that we want the committee to know that whatever dis- 
position is made of the general issue of cargo airplane development, 
the airlines, although they have not done a great deal in terms of 
tonnage, have laid ‘down a system which is a base for tremendous 
expansion, and a good part of the system is the mental attitude which 
has gone into airfreight selling, and not only attitude but also tech- 
nique. Even if we get a new and much better airplane, an airplane 
that its operating costs are less, we are still going to have to do that 
sales job, because the surface rates are still going to be somewhat 
lower. 

Senator Monroney. I ran into an interesting case of private enter- 
prise thinking in Boston last fall. I was there speaking before the 
Aviation Club of Boston. A young German lad—who had married 
an American girl who was a member of the armed services there— 
she had returned to the United States—had worked up a very profit- 
able business by procuring and by shipping at present aircargo rates 
parts and replacements, fenders, and other things, for American-made 
cars to Europe. In other words, there was no stockpile of inventory 
there, and the speed with which these could be secured, dispate hed, 
and delivered, eliminated the inconvenience of many American serv- 
icemen who might have lost use of their car for a month and were 
able by this method to have it repaired, new parts replaced within a 
very few days. 

It turned out because of this ingenuous recognition of a new market 
that could be supplied to build up this little business that he had 
worked out. 

Mr. Treron. You have touched on there one of the airfreight sales- 
man’s favorites, which is one of the first things he looks at, is inven- 
tory problems, because there is an area of really great saving. If you 
can reduce somebody’s inventory by using air, then you save him a 
great deal of capital cost, you save him ws arehouse space, you save him 
warehouse personnel. You can add a great lost of the things in 
order to give a good service; the fellow might have to maintain parts 
that are very rarely used, but if he has got a good air service and 
uses it, then he can keep his inventory rolling and not invest his 
money in excessive inventories. 

Senator Monroney. The condition in which you received the de- 
livery of goods were carefully handled through the air, without 
rough handling on the ground, and many switches back and forth 
and change in freight cars and things of that kind, also would appear 
in many clients’ business, would it not, to air carriers ? 

Mr. Treron. That is exactly right, ‘and one thing that has required 
the airlines to build in their service to the utmost extent is reliability, 
because, if you convince a businessman, to change his method of doing 
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business and use airfreight, then you have got to be right there with 
the stuff when he wants it. I think the airlines are giving a good 
reliable service at the present time, and I think our reliability is going 
to increase as a result of other activities this committee is engaged i in 
and others are engaged in in our aircraft, our air traffic system, and 
otherwise. 

To proceed, Mr. Chairman, with the statement on page 8, we come 
down to the point about which we are talking now, because I have said 
a great deal about our airfreight system which I ‘br: agged about, and 
I think it is good. As I say, someone might well inquire as to what 
the problem is, what we are talking about, why we are talking about 
further dev elopment i in that part of our industry ? 

The problem is just this, with all the struggle I have just described 
we are still moving what amounts to an infinitesimal amount of the 
great movement and there are obvious opportunities for this part of 
our industry to expand greatly. 

Our efforts to develop this business would be greatly aided and 
greatly speeded if there were available a cargo aircraft that could 
be used shar ply to reduce the rates we must charge. 

If nothing is done at this point, the airlines will continue the efforts 
that they are now making to develop this phase of the business. And 
they will develop it, and they will ultimately acquire good cargo 
airplanes. Ultimately airfreight volume will be high enough to 
justify the development from scratch of cargo aircraft that. will 
sharply reduce costs. But, based upon our p: ist experience and the 
difficulties I have described, that will take some time. From all sides 
we hear that the development of a topnotch fleet of cargo airplanes is 
an urgent national defense requirement. 

General Quesada recently said: 

* * * a greatly expanded national aircargo capability is urgently needed as 
another important building-block of our national structure in furtherance of 
our commerce, military and political objectives. A global civil aircargo fleet 
of greatly increased dimensions would add significantly to the economic health of 
this country, and would provide a valuable airlift resource for national defense 
and mobilization requirements. 

You, Mr. Chairman, and other Members of the Senate have con- 
stantly pointed to the necessity of increasing the Nation’s cargo airlift 
capability. 

This being the case, the country cannot rely upon the natural de- 
velopment of this phase of our industry but must take special steps 
to see to it that this development is accelerated. 

The Federal Government can, and should, help in the creation of a 
fleet of modern cargo aircraft. The FAA has proposed that the 
Federal Government should take the followi ing four steps to that end. 

1. The movement of the Defense Department’s routine aircargo 
traflic by civil carriers, with the military fleet limited to the so- called 
hard-core requirements, that is, direct support of military combat 
units. 

2. The use of air transportation to enable the Post Office Depart- 
ment to obtain a more efficient mail distribution system, responsive 
to the tempo of today’s society and to do so in the most economic 
manner. 

3. Federal financial assistance in the research and development 
needed to produce modern cargo aircraft. 
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4. Federally guaranteed loans for the purchase of such aircraft. 
The industry, for which I speak, unanimously supports those por- 
tions of the Federal program represented by steps 1, 2, and 3. There 
is a difference of opinion in our membership as to the wisdom of the 
fourth-step-guaranteed loans. 

I should like at this time to comment briefly on each of the other 
three steps. 

There are about 950 million annual ton-miles of MATS commercial- 
type aircargo. About 93 percent of the total, close to 900 million ton- 
miles, is currently moved by military aircraft. This is more than 
the total ton-miles of all airfreight, air express, and mail carried by all 
the U.S. scheduled airlines, domestically, internationally, and overseas. 

Channeling this commercial-type cargo traffic of the military to the 
commercial carriers would serve, probably more than any other single 
factor, as a catalyst to accelerate the development and acquisition by 
the airlines of modern cargo aircraft. It would create a powerful 
demand for such aircraft and it would substantially assist the carriers 
in realizing the earnings needed to finance the purchase of such 
aircraft. 

It would have the same stimulating and beneficial effect as the use 
by the Government, in the early days of air transportation, of the air- 
lines to carry airmail. Then the Government used mail, as a catalyst, 
to encourage the airlines to acquire passenger aircraft and to develop 
their routes. We all know how successful this policy was. It assisted 
in producing the world’s finest and largest passenger air transporta- 
tion system, which has grown and developed to such an extent that to- 
day mail represents only 4 percent of the total revenue ton-miles of 
traffic carried. We feel strongly that the Federal Government could 
use the large amounts of commercial-type cargo traffic which it moves, 
principally the traffic of the Military Establishment but also that of 
other Federal agencies, to accomplish the same successful result in 
the aircargo field. It would start a continuous cycle which would 
produce an increasing cargo fleet. The airlines would be encouraged 
to acquire modern aircraft; this would enable them to charge lower 
rates; the lower rates would produce a much larger aircargo business; 
and this growth would enable the carriers to buy more cargo aircraft— 
all of which would serve to meet the Nation’s military airlift require- 
ments. It does seem odd that in view of the spectacular success of the 
Federal Government’s policy to use airmail for the development of 
passenger transportation, a similar policy does not seem to have to 
recommend itself 20 years later to deal with a similar problem. 

The reason I changed my statement a little bit at that point was 
that we, of course, have been recently informed of the policy state- 
ment issued by the administration with respect to the role and mission 
of MATS, and it does appear that the policy which has been urged 
here and urged strongly by yourself, Mr. Chairman, and by others, is 
to be adopted in the movement of the Defense Department traffic 
and in the allocation of the efforts of MATS. 

We look forward to a successful implementation of that policy, and 
we do hope that there will be great energy thrown into its implementa- 
tion by the Defense Department. 
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I have arrived at a policy which will increase the Nation’s airlift 
capability markedly, in a very short time, and we do hope that the 
policy will not only be stated, but also will be carried out. 

Senator Monroney. At that point, however, this breakthrough of 
diversion of Government traffic by MATS would apply primarily to 
the oversea carriers. 

Mr. Trpron. Yes. 

Senator Monronery. It has no effect on domestic business whatso- 
ever, and thus it would help certificated carriers, TWA, Pan American, 
Seaboard, and Western in the Atlantic, I believe that is all we have, in 
the Pacific, Northwest, and Pan American, and in Latin America, 
Braniff,and Panagra. That is just about the list. 

Mr. Trreron. Plus the States, Alaskan carriers, Alaska and Pacific 
Northern, and if the policy is really carried forward to its logical 
conclusion, all of the small Alaskan carriers that have been serving 
the State up there for many years without too much attention being 
paid by the Federal Government to how they get along. In addition 
to that, there are services to Puerto Rico and services to Latin Amer- 
ica that would also be included in that policy. But the main point 
that you were making was that, as I understand it, a major part of 
the MATS traffic moves in international service rather than domestic 
and that, of course, is right. 

Senator Monroney. Now, this brings me to my second point, and 
I quite agree that the airmail placement on the airlines, domestically, 
as well as internationally, has had a great deal to do with the de- 
velopment of the great industry we have. 

Some way or other, I get to feeling that the operators of our air- 
lines—and this is not conjecture, I assure you—are still far more 
interested in the more glamorous and more classic and prestige-build- 
ing duties of an airline in moving people in deluxe accomodations and 
rapid service than they are cargo. 

I believe the distinguished President has been present during some 
of the meetings in which we have tried to stimulate a little greater 
interest on the part of these people. 

Perhaps if they are going to ignore this business and do not wish 
to assume this as a part, we go back to what I believe Senator Cotton 
said in talking about the truck business, about how a man developed 
a new truck and the market was quickly able to buy it. 

But I pointed out our trouble here was that. we have bus operators, 
and they are not truck operators, and they are reluctant to assume 
this other half. It is theirs for the asking, but if they do not assume 
this, and I will say for myself, and I believe I can reflect the thought 
of other committee members, we will endeavor to see that other people 
assume the rights to pick up this business if they desire to keep it 
growing, rather than neglect it. 

Mr. Tieron. May I comment on that whole problem, Mr. Chairman ? 

As you pointed out, I have sat in on a great number of meetings, 
and I have watched this industry for a large number of years. 

I have no doubt at this point of the deep interest of the industry in 
cargo development, which is being manifested, not merely in speeches 
that I make, but in concrete activity in terms of the acquisition of 
airplanes, the work on and participation financially in the construc- 
tion of terminals, the development of better methods of ground han- 
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dling, and above all, the heavy emphasis on selling, which is, as I 
pointed out, it is not too hard to haul this stuff once you get it, but the 
major problem under our present circumstances is “selling,” so that 
there is a hard drive in this industry to develop aircargo. 

I made a statement before this committee or before the Senate 
Appropriations Committee and I cannot remember when, 6 months 
or more ago, in which I said that I thought we were looking forward 
to a breakthrough in the cargo business. My reason for thinking 
that is partly what I just described, and secondly, the cumulative 
results of the selling of the total distribution cost concept in which 
businessmen are beginning to sell themselves. So that I have no doubt 
that the industry is going to drive hard on the development of cargo. 

Senator Monroney. I would certainly hope so, because I feel that 
aviation will follow the course of every other form of transportation; 
every form of transportation, perhaps from the oxcart up, has been 
designed first to carry people. Sailing ships, the covered wagon, and 
so on, and the railroads are a classic example of this. But they did not 
get into the big volume until they got into cargo. 

When they got into that, they found that the ceilings in that field 
were unlimited. 

The fact that today only $1 out of $17 of airline revenue is earned 
in aircargo has illustrated to me this is the neglected, forgotten, 
barefoot child, and the only clothes and the oniy shoes it has to cover 
its mileage are the wornout things that are handed down from “big 
brother,” the passenger service. 

Whether we will ever secure from lines, some of which I personally 
know are almost certain to run into financial difficulties with their 
present expenditures—present high expenditures on jets—I think you 
are familiar with some of these lines. 

I will not ask you to identify them, but today the presidents of these 
very companies will turn a cold shoulder on even thinking about air- 
cargo and yet some of their route structures are such that they offer 
one of the greatest opportunities for financial solvency in the long run. 

Likewise, these very companies are so disinterested that they will 
not even comment at all on the bill. They turn their backs and say, 
we are not going to take either side on this thing, we are actually not 
interested and yet if this committee would dare suggest—and I am not 
suggesting it—but if we dare suggest having gotten a cold shoulder 
from so many places, maybe it might be a good idea to arouse some 
interest on the part of the people whose duty it is to expand aircargo 
as a part of their certificated scheduled route structure, that maybe 
the railroads, who have been itching to get into the airline business, 
might be interested and might be invited in. I do not even know 
then whether these presidents would still sit there and say, we have no 
interest in aircargo in the future. 

Mr. Treron. Let me comment on that for a moment. 

T agree with you and I have said so—— 

Senator Monroney. Don’t put the railroads in, you do not have to 
agree to that on the record. I am talking about opening the end to 
greater competition to get the service if those who are certificated to 
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give it do not meet these present achievable rates that could open up the 
brandnew era of aircargo. 

Mr. Tipton. As far as the volume of aircargo being held down by 
lack of interest in the industry, I do not think—strike I don’t think— 
I know that that does not—the low volume does not result from lack 
of interest, because we have among our membership carriers whose 
total authority in the field of air transportation is the movement of 
cargo, so that no one could ever challenge their interest in developing 
the business, and even they, with their present equipment, and as you 
so many times, and properly, pointed out, with our rather primitive 
ground handling equipment, have not been able to break this vicious 
circle. 

Our 600 million ton-miles is the hardest traffic to come by you ever 
saw. 

Senator Monronry. I am not depreciating the efforts. I can name 
you half a dozen lines that have done spectacularly well to promote 
the ground under the rate conditions in which they have had to 
operate. And I am also saying there are a lot of others, because it has 
been too difficult in the old days, that are blinding themselves to the 
opportunities when they would have a rate somewhat competitive at a 
slight premium surcharge to really be in the freight business. 

Mr. Treron. Shall I proceed ? 

Senator Monronery. Yes. 

Turning now to the increased use of air transportation for the 
carriage of mail, this Government action would benefit both the useds 
of the postal service and the airlines. In the hearings last summer on 
S. 2402—the chairman’s bill to secure the airlifting of additional 
amounts of mail—the committee heard a great deal of testimony 
supporting that statement. 

Accordingly, I would like to confine myself at this time to the 
relationship of this program to the development and acquisition of 
modern air cargo aircraft. 

The Post Office Department recently prepared a master plan for 
transporting almost all preferential mail—airmail and _ first- 
class mail—by air between major cities. The study points out that 
only air transportation can provide the rapid service which the postal 
users should have. 

Although the study gives no indication of the volume of preferen- 
tial mail which the airlines would transport under the plan, at the 
hearings on §. 2402 the Postmaster General submitted data showing 
that about 150,000 tons of first-class mail annually moves over 300 
miles. 

Assuming an average movement of 1,000 miles, this translates into 
an additional 150 millon ton-miles which the airlines would transport. 
This is almost nine times the volume of first-class mail which the 
airlines are now moving, and it is about 50 percent more than the 
volume of domestic airmail carried by the airlines. 

Furthermore, second-class mail, such as newspapers and magazines, 
the delivery of which has time value, represent, we believe, at least 
300 million ton-miles a year of potential airline traffic. 
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If this “time value” second-class mail were airlifted, this amount 
of traffic, added to the 150 million ton-miles of first-class mail to which 
I referred, would produce a total increase in volume for the airlines 
of approximately 450 million ton-miles a year—an amount equal to 
the total ton-miles of cargo and mail carried by the airlines domesti- 
cally in 1959. 

Senator Monroney. In other words, if I understand correctly, the 
movement of first-class mail going better than 1,000 miles, and of a 
carriage of second-class mail, that this, in itself, would double the 
present-day use of aircargo—the totals of aircargo? 

Mr. ['reron. Cargo and mail, that is right. ping 

This is a substantial amount of additional traffic—although it is 
just about one-half of the commercial-type cargo traffic of the De- 
partment of Defense and other Government agencies which should be 
moving on the airlines. Obviously it w ould greatly encourage the 
airlines to acquire modern cargo ‘aircraft and would substantially 
assist them in realizing the earnings needed to finance the purchase 
of such aircraft. 

Now let me turn to the research and development phase of this 
problem. We believe that there must be substantial Federal con- 
tribution toward the necessary research and development costs of the 
uncompromised cargo aircraft about which we have been talking. 
There isa clear national defense requirement for them. 

If we are to meet the national defense requirement, a Federal pro- 
gram is essential. Such a program would not be new, of course. The 
airline industry need not be hesitant to state that many of the trans- 
ports with which we have provided a good public service and a na- 
tional defense auxiliary have been made possible by previous research 
and development financed by the military agencies to meet their own 
needs. Our recommendation here is that the same process which has 
been followed before be followed again. We have previously dis- 
cussed the modernization of MATS. MATS should be engaged, as 
I think it is, in making plans for the development of better cargo 
airplanes. 

We think they should have them so long as those airplanes are to 
be used for performance of the proper MATS mission, which is to 
provide for the military’s hard-core airlift requirements. 

It is our firm conviction that a properly constituted MATS should, 
in the national interest, have the finest transport equipment available. 
It is in pursuance of this policy, we think, that the Federal Govern- 
ment should direct its research and development efforts. 

At the same time, by releasing traffic now being carried in the MATS 
airline operation, it can help the scheduled airlines to create a fleet of 
the aircraft so developed. In this way the Nation can be assured of 
an ever-improving cargo airlift for civil and military purposes. 




































CONCLUSION 







In conclusion, Mr. Chairman, let me repeat the essence of what we 
have had to say. The scheduled airline industry has done a good 
job in the development of airfreight and has laid down an airfreight 
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system and airfreight service which is unsurpassed. Even so, im- 
provements in the system are on the way. If nothing is done by the 
Federal Government, the airlines will continue their efforts and ulti- 
mately develop the volume necessary to support the type of cargo 
aircraft really needed. 

But the needs of commerce are not the sole factor here. What must 
be considered at all times is the urgent national defense need for a 
modern civil cargo fleet. This being the case, a definite program 
should be developed by the Federal Government to accelerate the de- 
velopment of such a fleet. Four steps are being considered. Of these, 
our industry strongly supports three. As to the fourth, the provision 
of federally guaranteed loans, the judgment of our members is divided. 

Let me say again, Mr. C hairman, that our industry is grateful to 
you and to the members of this committee for your constant atten- 
tion to aviation problems and for your constructive interest in the 
improvement and development of the air transport industry. 

Mr. Chairman, something occurred to me in the course of our con- 
versation a moment ago. I meant to mention and then forgot it. We 
were talking about the impact of the new policy of Defense Depart- 
ment traffic now going on MATS, going on commercial airlines. 

You expressed the opinion and 1 expressed the opinion, too, that 
the major impact of that would be in the international and oversea 
field. 

It seems to me that this conclusion, having been reached, that it 
should lead to a reexamination also of military operations with- 
in the United States which I think if it were examined, it would 
reveal that a great deal of cargo is moving within the United States 
on military aircraft. 

We have the Logair and Quick-Trans operations, which it has al- 
ways seemed to be, at least at this stage of the game, an unnecessary 
airline operation for the military to conduct. An operation, the need 
for which could be met by the utilization of common carriage at pub- 
lished rates. So that there is—while the major impact of that policy 
is in the international field, it could have, if carried to its logical 
conclusion, an important impact on the cargo service and development 
within the country. 

Senator Monroney. I think you are probably right, that there is a 
considerable volume of military traffic, but it takes a different degree 
of importance in my mind, at least, that the one, we must have the’ 
oversea shipment, the movement of things and people on the com- 
mercial lines in order to furnish a seedbed of uses 

Here in the U aoe States we have as you said, the airmail, per- 
haps the second-class and first-class mail going longer distances. We 
have the great forward surge that will probably occur when you nar- 
row the boundary there between surface and air transportation with 
the movement of great quantities of cargo. 

Therefore, it is in this field, I think if we are to have an auxiliary 
emergency airlift for the military, that we must find a successful 
placement of these new planes on domestic runs. 
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We cannot, we know we shall not, be able to pull off the essential 
plane on the oversea pipeline runs that they may pick up and serve 
the military points now served by MATS. In the event of war, that 
carriage aa increase instead of decrease. 

And so the securing of these emergency planes would probably have 
to come out of the domestic pool, because certainly we could pick up, 
even though by slower means of transportation, some planes that 
were diverted from the domestic carriage into the emergency oversea 
carriage. 

Mr. Treron. I think what we should point to is capability in both 
fields. 

We ought to have, if the new policy is laid out—we should have 
a very well equipped pipeline operation by the carriers, and we 
should have a definitely established plan for emergency expansion of 
that lift, by the same planes, by the same personnel, and the same 
organizations, that is feasible and should be laid on. 

In addition to that, that has to be backed up by a competent fleet 
of airplanes within the domestic United States to backup the oversea 
airlift. I think we need a balanced operation here before we can say 
that the country is as adequately equipped to deal with an emergency 
as it should be. 

Senator Monroney. That is correct. And these planes that we are 
talking about, domestically, would not be flying perhaps common car- 
riage, but then would be flying what would amount to charter by 
picking up at a STRAC base the airborne troops in South Carolina, 
for example, and flying them nonstop to the threatened portions of 
the world, being able to load men and equipment and overnight, 
perhaps, be able to land forces in these areas. 

This, I think, is our greatest—is where we find our greatest im- 
balance in our defense posture, that we have no reaction against the 
threats that might be violent to the free world, such as Berlin, the 
Middle East—we have no reaction possible except the thermonuclear 
weapon. This is not preparedness; this is not a defense posture, be- 
cause there we are forced from want of any other reaction, to the 
movement of troops in the presence of strength in being, then we 
would certainly be starting world war No. 3, if we used a thermo- 
nuclear weapon to stop a situation in Iran or the Middle East or in 
Berlin or some place of that kind. 

This, I think, is the real reason for an emergency look at this 
situation, particularly due to the complete and total obsolescence, 
excepting for about 30 planes, in the entire MATS fleet. 

Mr. Tipron. It seems to me that that is exactly right. Our coun- 
try is not going to drive a tack with a sledge hammer, and it shouldn’t, 
because a sledge hammer can do a great deal of damage. 

I have read many things that General Taylor has said about air- 
lifting troops, and obviously, I can’t speak as an expert on that, but 
he can, and he says we require more airlift, and I do hope now that 
this policy that the President has enunciated will be carried out so 
that MATS will be able to furnish that, and the country can lean up 
against them knowing that they are prepared to do it, rather than 
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having to call our airplanes in from all over the world to furnish an 
emergency airlift. 

You are just not ready when you have to do that. 

Senator Monroney. I quite agree. I think this is a greater emer- 
gency than the thinking up to date and the present terms of appro- 
priation requests have indicated. Were you through with your 
statement ? 

Mr. Trpron, Yes, indeed. 

Senator Monroney. You mentioned the three U.S. carriers had 
already ordered the Canadair CL-44. Could you give us their name? 

Mr. Treron. Yes. Flying Tiger, Seaboard & Western, and Slick. 

Senator Monroney. All three of those are certificated all-cargo 
carriers ? 

Mr. Treron. They are certificated cargo carriers. 

Senator Monroney. Can you tell us whether they have arranged 
for Canadian Government loan assistance ? 

Mr. Treron. It is my understanding those purchases have been 
based upon Government loan assistance. 

Senator Monronry. Is it not also your feeling if possible to have 
a plane of equal or better performance made in the United States, 
that these carriers would perhaps prefer, all things being equal, to 
acquire a U.S. made aircraft ? 

Mr. Trireron. I think generally speaking, U.S. carriers, airplanes 
being equal, would prefer to operate an American-built airplane. 

Senator Monronry. We had testimony yesterday, I don’t know 
whether you were here, where the value of the dollar raises the price 
of the American carrier, the tariff raises the price; if I remember 
correctly there was about a 20 percent differential in that, even though 
the loan terms were specified. 

Mr. Trrron. I have always contended, Mr. Chairman, American- 
flag lines should be permitted to buy their planes where they can find 
the best ones, because that is the way to keep them on top as far as 
air transport is concerned. 

I am completely confident that is a sound policy. We oughtn’t to 
have a policy like the one I believe we have in the merchant marine 
which says that the American-flag operators must buy American- 
built equipment. 

But, I repeat what I said. American operators, given equal equip- 
ment, would prefer to buy it at home. 

Senator Monroney. What is the approximate cost of converting a 
DC-7 to an all-cargo carrier? 

Mr. Treron. I think that is about a quarter of a million dollars. 

Senator Monroney. Are these conversion costs financed through 
bank loans? 

Mr. Treron. Yes. They are financed—I shouldn’t be too quick 
about this, because I am not sure that they were actually financed 
by borrowing, but possibly were financed on available cash throwoff 
within the present assets of the company. 


But normally, in the absence of that, they would have been financed 
by bank or insurance company loans. 
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We cannot, we know we shall not, be able to pull off the essential 
plane on the oversea pipeline runs that they may pick up and serve 
the military points now served by MATS. In the event of war, that 
carriage anand increase instead of decrease. 

And so the securing of these emergency planes would probably have 
to come out of the domestic pool, because certainly we could pick up, 
even though by slower means of transportation, some planes that 
were diverted from the domestic carriage into the emergency oversea 
carriage. 

Mr. Treron. I think what we should point to is capability in both 
fields. 

We ought to have, if the new policy is laid out—we should have 
a very well equipped pipeline operation by the carriers, and we 
should have a definitely established plan for emergency expansion of 
that lift, by the same planes, by the same personnel, and the same 
organizations, that is feasible and should be laid on. 

In addition to that, that has to be backed up by a competent fleet 
of airplanes within the domestic United States to backup the oversea 
airlift. I think we need a balanced operation here before we can say 
that the country is as adequately equipped to deal with an emergency 
as it should be. 

Senator Monroney. That is correct. And these planes that we are 
talking about, domestically, would not be flying perhaps common car- 
riage, but then would be flying what would amount to charter by 
picking up at a STRAC base the airborne troops in South Carolina, 
for example, and flying them nonstop to the threatened portions of 
the world, being able to load men and equipment and overnight, 
perhaps, be able to land forces in these areas. 

This, I think, is our greatest—is where we find our greatest im- 
balance in our defense posture, that we have no reaction against the 
threats that might be violent to the free world, such as Berlin, the 
Middle East—we have no reaction possible except the thermonuclear 
weapon. This is not preparedness; this is not a defense posture, be- 
cause there we are forced from want of any other reaction, to the 
movement of troops in the presence of strength in being, then we 
would certainly be starting world war No. 3, if we used a thermo- 
nuclear weapon to stop a situation in Iran or the Middle East or in 
Berlin or some place of that kind. 

This, I think, is the real reason for an emergency look at this 
situation, particularly due to the complete and total obsolescence, 
excepting for about 30 planes, in the entire MATS fleet. 

Mr. Tipron. It seems to me that that is exactly right. Our coun- 
try is not going to drive a tack with a sledge hammer, and it shouldn’t, 
because a sledge hammer can do a great deal of damage. 

I have read many things that General Taylor has said about air- 
lifting troops, and obviously, I can’t speak as an expert on that, but 
he can, and he says we require more airlift, and I do hope now that 
this policy that the President has enunciated will be carried out so 
that MATS will be able to furnish that, and the country can lean up 
against them knowing that they are prepared to do it, rather than 
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having to call our airplanes in from all over the world to furnish an 
emergency airlift. 

You are just not ready when you have to do that. 

Senator Monroney. I quite agree. I think this is a greater emer- 
gency than the thinking up to date and the present terms of appro- 
priation requests have indicated. Were you through with your 
statement ? 

Mr. Treron, Yes, indeed. 

Senator Monroney. You mentioned the three U.S. carriers had 
already ordered the Canadair CL-44. Could you give us their name? 

Mr. Treron. Yes. Flying Tiger, Seaboard & Western, and Slick. 


Senator Monronry. All three of those are certificated all-cargo 
carriers ¢ 


Mr. Tipton. They are certificated cargo carriers. 

Senator Monroney. Can you tell us whether they have arranged 
for Canadian Government loan assistance ? 

Mr. Treron. It is my understanding those purchases have been 
based upon Government loan assistance. 

Senator Monroney. Is it not also your feeling if possible to have 
a plane of equal or better performance made in the United States, 
that these carriers would perhaps prefer, all things being equal, to 
acquire a U.S. made aircraft ? 

Mr. Tipron. I think generally speaking, U.S. carriers, airplanes 
being equal, would prefer to operate an American-built airplane. 

Senator Monronry. We had testimony yesterday, I don’t know 
whether you were here, where the value of the dollar raises the price 
of the American carrier, the tariff raises the price; if I remember 
correctly there was about a 20 percent differential in that, even though 
the loan terms were specified. 

Mr. Treron. I have always contended, Mr. Chairman, American- 
flag lines should be permitted to buy their planes where they can find 
the best ones, because that is the way to keep them on top as far as 
air transport is concerned. 

I am completely confident that is a sound policy. We oughtn’t. to 
have a policy like the one I believe we have in the merchant marine 
which says that the American-flag operators must buy American- 
built equipment. 

But, I repeat what I said. American operators, given equal equip- 
ment, would prefer to buy it at home. 

Senator Monroney. What is the approximate cost of converting a 
DC-7 to an all-cargo carrier ? 

Mr. Treron. I think that is about a quarter of a million dollars. 

Senator Monronry. Are these conversion costs financed through 
bank loans? 

Mr. Trpron. Yes. They are financed—I shouldn’t be too quick 
about this, because I am not sure that they were actually financed 
by borrowing, but possibly were financed on available cash throwoff 
within the present assets of the company. 


But normally, in the absence of that, they would have been financed 
by bank or insurance company loans. 
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Senator Monroney. We had testimony this morning from Mr. Don 
Douglas, Jr., and his engineer backed it up, in which he testified that 
the new plane about w hich he was testifying would have eight times the 

carrying capacity of the DV-6B, which is roughly equivalent to this. 

So if the conversion of a DC-7, which does not increase the carr ying 

capacity, merely makes it possible to use it. for cargo, you would have 
approximately a third of the cost, or a fourth of the cost of a new per- 
pound lift invested in an old plane. 

The testimony was given yesterday where they pointed out that if 
the plane was completely written off on the balance sheet of the air- 
line company, it could still do better by acquiring new equipment with 
lower operating cost. 

Mr. Trpron. Yes. 

Senator Monroney. That would yield a better rate than flying the 
old equipment. 

Mr. Treron. Within our industry, as is almost always the case, you 
have a divsion of managerial judgment. on how to handle equipment. 

Several of the carriers have thought that the purchase of new equip- 
ment, the CL-44, for example, was ‘the right thing to do at the present 
time. Others have thought that there wasn’t a good airplane, a good 
enough airplane available, and that the thing to do in order to expand 
aircargo capacity was to make an interim conversion of present piston- 
engine airplanes. 

Which one of those judgments is right, I don’t have any idea, but 
time will tell. Itisthat kind of a judgment. 

Senator Monroney. Of course, there are two other factors there 
also. Many of these companies have gone into very extremely heavy 
commitments for complete and nearly total reequipment of their entire 
passenger fleet. 

Therefore, you might say, they are not “very hungry” for another 
investment in equipment that runs into many millions of dollars. 

Mr. Trrron. I have no doubt that is an important factor in our 
industry now, because the jet fleets—I believe you may have pointed 
out this morning—the jet fleets have placed or imposed on our industry 
the heaviest financial obligation it has ever had, and hopefully, con- 
sidering the small investment when we started with this, I hope it is 
the heaviest financial obligation the industry ever has. 

Senator Monroney. Roughly it is $3 billion, is it not ? 

Mr. Treron. The cost of the reequipping over a period from this past 
year, 1959 through 1963, comes close to $4 billion. Now not all of that 
has to be financed with new debt or new equity. Some of it is financed 
by accumulated depreciation and the like. A very modest percentage 
of that has been contributed by airline earnings, which don’t amount 
to much unfortunately. 

But a good part of it is ultimately going to be reflected in debt. 

Senator Monroney. I notice where you say, and I think quite prop- 
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erly so, you are not taking any stand because your membership is 
divided on the advantages of the federally guaranteed loan, but if 
such a bill were passed, “would you feel that the relieving of the air- 
lines of the liability upon their capital structure for the balance of 
75 percent that is financed over the 10 years, with 90 percent insurance 
behind that 75 percent, that this w ould be a factor that would be some- 
what of an assistance, or a genuine assistance, let me say, to even the 
large airlines? 

Mr. Treron. As I understand the bill, Mr. Chairman, the bill pro- 
vides that the Government that has guaranteed this loan will look only 
tothe airplane in the event of default. 

Senator Monroney. That is correct. So the liability figure of the 
airline, buying one of these planes, once it has paid 25 percent down, 
will not show the balance payment due as a liability against its capital 
structure. 

You may or may not wish to answer, because you do not wish to take 
a position, but considering the state of the development. cost—I mean 
the acquisition cost of these new fleets, do you not think that has some 
value? 

Mr. Treron. I wouldn’t hesitate to answer it if I was sure of my 
answer. If I may just approach it this way: The arrangement, the 
financial arrangement is that the airline borrows from a bank a par- 
ticular amount of money, and he owes it to that bank. 

Now, the Government guarantees—this is a deal with the bank— 
the Government guarantees the bank that he won’t lose. 

I think under those circumstances that the airlines’ financial state- 
ments to its stockholders and published statements will have to show 
that he has outstanding long-term loans of whatever this was, and 
it is only in the event of default that the Government steps in and 

can’t go behind or go to his other assets. 

So I don’t think it is going to change his general financial picture 
unless he defaults. If he defaults, then he is in great financial diffi- 
culty anyway, because he has been unable to pay this loan. 

I have wandered here and I haven’t given you the concise answer I 
ought to have been able to give you, but I believe my answer would be: 
I don’t believe it would help in that sense. 

It is possible I should have just said I don’t know because after doing 
all that talking, I am not sure that I am right. 

Senator MonroneEy. We will let you revise your remarks. 

Mr. Treron. Thank you, Mr. Chairman. 

But if I may, I would like to revise my remarks and possibly put in 
a little memorandum at that point. 

Senator Monroney. Why don’t you just strike what you have said 
and submit astatement. Off the record. 

(Discussion off the record. ) 

Mr. Treron. May I put a memorandum in at this point ? 

Senator Monroney. Yes. 
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AtR TRANSPORT ASSOCIATION, 
Washington, D.C., February 19, 1960. 
Hon. A. S. MIKE MONRONEY, 
Chairman, Aviation Subcommittee, 
Senate Interstate and Foreign Commerce Committee, 
U.S. Senate, Washington, D.C. 

Dear SENATOR MONRONEY: At the conclusion of my testimony on S. 2774, I 
undertook to provide the committee with the answers to certain questions which 
you asked me during the hearing. 

You inquired whether it was not true that in view of section 4 of the bill, 
which provides that the sole recourse of the United States, in the event of default, 
is limited to repossession of the aircraft acquired with the funds which are the 
subject of the guaranteed loan, an airline taking advantage of this type of loan 
would be able to present a better balance sheet than would be the case if a non- 
guaranteed loan were used. Iam enclosing the form of balance sheet prescribed 
by the Civil Aeronautics Board for the airlines. If an airline purchases aircraft 
with borrowed funds, whether or not the loan is guaranteed by the United 
States, the cost of the aircraft would be required to be reflected in account 1609, 
“Flight equipment,” and the loan would be reflected in account 2210, ‘‘Long- 
term debt.” The difference between the cost of the aircraft and the amount of 
the loan would be reflected on the balance sheet in one or a combination of the 
following ways, depending upon the circumstances. If the airline paid the 
difference in cash out of working capital, the transaction would be reflected by 
a corresponding diminution of account 1010, “Cash.” If the airline used short- 
term notes to finance this difference, the amount of these notes would be reflected 
in account 2010, “‘Current notes payable.” If the airline financed the difference 
on open account, for example, if the manufacturer was willing to defer receipt of 
the downpayment and carry the amount as an account receivable, this amount 
would be reflected by the airline in account 2020, “Accounts payable—general.” 
If the airline financed the difference through the issuance of equity securities, 
the amount would be reflected in either accounts 2820 or 2840, under the classifi- 
eation “Capital stock.” 

As you know, it is customary to supplement various items of the balance sheet 
with additional pertinent information contained either in footnotes or accom- 
panying schedules. With regard to the liability account “Long-term debt” the 
airline usually indicates the term of the loan and the rate of interest being 
paid. If, as it has been suggested, federally guaranteed loans for cargo aircraft 
would produce a lower interest rate than unguaranteed loans, this favorable 
fact could be reflected by the airline in such explanatory material. It would also 
be appropriate for an airline with a federally guaranteed loan to indicate the 
existence of the guarantee. It can be assumed that if a default occurred the 
lender would avail himself of the guarantee and thus section 4 of the proposed 
legislation would become applicable, with the result that the sole recourse of 
the Federal Government would be limited to repossession of the aircraft pur- 
chased with the loan. To an analyst of the balance sheet this situation would 
present a more favorable picture than would be the case if the airline had used 
an open-end-type mortgage. 

You also requested that the committee be furnished with the spread in the 
interest rates being paid by the airlines on long-term indebtedness. This infor- 
mation is contained in the following table: 
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Finally, you inquired whether new equity financing is being used or is contem- 


plated by the airlines for the purchase of aircraft. 


It is certainly reasonable 


to suppose that the airlines will utilize equity financing in connection with flight 


equipment purchases. 


As you can appreciate, an airline’s decision to finance 


equipment purchases by increasing its outstanding capital stock rather than by 
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debt financing depends upon a great many factors; but there is certainly every 
reason to believe that in a growth industry, such as the airline industry, further 
equity financing will be undertaken when, in the judgment of the individual air- 
lines, conditions are favorable. For example, Capital Airlines recently announced 
the issuance of in excess of 900,000 shares of common stock, which represents an 
increase of approximately 100 percent in that company’s outstanding capital 
stock. Western Air Lines also recently announced the issuance of 200,000 shares 
of common stock, representing an increase of approximately 20 percent in its 
outstanding capital stock. Both of these stock issues were to finance the acqui- 
sition of aircraft and other capital items. 
Cordially, 


S. G. Treton, President. 


59905—60——-23 
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Senator Monronry. The Staff Digest—and we will go on the 
record here as a preface to my original question in which you asked 
permission to submit a statement—section 4, “As assignee of a de- 
faulted loan, the sole recourse of the United States shall be limited 
to repossession of the aircraft and assignment of insurance claims; 
obligation of borrower is satisfied by surrender of aircraft and its 
title which shall be free of liens; and the aircraft shall be in the 
order and condition as purchased, except for ordinary wear and tear, 
or damage reimbursed by insurance; otherwise United States retains 
all of its rights and remedies.” 

So, therefore, this is a chattel—a conditional sales agreement actu- 
ally, that if the chattel is returned as cancellation of the debt, then the 
company is free of any further liability providing it is in good con- 
dition, ordinary wear and tear accepted. ; ; 

Mr. Tieron. The problem that was causing me difficulty there is, 
I am not sure what the arrangement is with the bank. 

Is the sole recourse, the question I was trying to answer in my own 
mind—is the sole recourse of the bank against the U.S. Government, 
or does it have the normal recourse against the company? 

Senator Monroney. As I read the bill, and the committee staff 
analysis of it, that the recourse would be the U.S. Government reim- 
bursing the unpaid amount due the bank and assuming the obliga- 
tion for repossession and further sale of the plane. 

Mr. Trreron. Let us go into that, Mr. Chairman, and I will put a 
memorandum in at that point. 

Senator Monroney. Thank you. 

The question was raised after the meeting this morning that seemed 
to me to be important, that most of the studies, this party said, that 
have gone into the airfreight picture very thoughtfully, upon about a 
60-percent load factor into his projection of economy at the present 
rates. 

He was mentioning the fact that there was a strong possibility that 
through practice, you might develop a first- and a second-class freight, 
the one to be expedited almost to the class of express service, and the 
second class freight which could take even a lower rate to move within 
a day or two and still be far ahead of surface transportation, that 
could go at a lesser rate to fill up to nearly 100 percent of capacity the 
plane on most of its trips. 

Mr. Treron. That is an interesting idea, and I think that the state- 
ment is right that most of the studies have been based on about a 60 
percent load factor. 

I think the basis for that has been that that has been our load factor, 
both in passenger and in the cargo field, generally speaking. 

Now, we have in our tariffs now a provision—many of the car- 
riers have them—I am not sure that all have this—but in our tariffs 
we have freight, and then we have deferred freight. The notion 
behind that is precisely what you were just saying, and the deferred 
freight, of course, is lower-rated than the ordinary freight. 

The notion is that you can build yourself a little backlog anyway 
to feed that deferred freight in as the airplanes go out, and thus keep 
your load factor at asomewhat higher level. 

Senator Monroney. It is interesting to note in your four points that 
you make on the steps that need to be taken, that point 1, the move- 
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ment of Defense Department’s routine aircargo traffic by air carriers 
of military fleet, limited to so-called hard-core requirements, that is 
direct supported military combat units. 

That has been largely enunciated at least by the Department of 
Defense with Presidential approval, has it not ? 

Mr. Tipron. That is right, Mr. Chairman, and I would like to say 
at this point, I think the chairman has had a great deal to do with that 
very favorable conclusion to a rather long debate. 

Senator Monroney. We appreciate that, but there have been a great 
many people that have participated, including the distinguished Sen- 
ator from Missouri, Senator Symington, ATA, and General Quesada, 
and others, and they worked a long time on this. 

No. 2, the use of air transportation to enable the Post Office Depart- 
ment to obtain a more efficient mail distribution system, responsive to 
the tempo of today’s society, and to do so in the most economic 
manner. 

The beginning of this program is in sight, is it not ? 

Mr. Tipron. I think it is. Your subcommittee, I believe it was your 
subcommittee, and the Post Office Committee last year took a major 
step forward in announcing that the Postmaster General has no legal 
impediment to utilizing air transportation for the movement of his 
mail. 

That was a step of great importance. 

The second step has been the study that I referred to, which was 
made as we understand it, at the behest of the Post Office Department, 
and constitutes recommendations for improvement of mail service. 

So that the policies involved in this seem to us to have made great 
progress. 

We have yet to see the mail. 

Senator Monroney. Has the rate been agreed to as yet by the Civil 
Aeronautics Board ? 

Mr. Trpron. The rate for first-class mail has not been agreed to, 
but is in the process of an expedited hearing before the Board. 

That process has taken two steps. One, an expedited consideration 
by the Civil Aeronautics Board of appropriate rates for the movement 
of mail during the Christmas holidays. 

That was concluded and the rates were available to the Postmaster 
General. 

Unfortunately, not very extensive use was made of that available 
service, but, nevertheless, it was available. 

The second step is the proceeding, the expedited proceeding which 
is how going on, and we expect that to be concluded in due time. 

That will establish a rate for first-class mail. So that step by step, 
and inch by inch, we are coming up to a successful conclusion of that 
one. 

Senator Monroney. It would not only be a great forward step in 
development of air cargo, it also would be a great forward step in 
= speedier delivery of first-class mail and perhaps later by other 
classes. 

Mr. Tieton. It would improve the mail service, as this study group, 
after a very lengthy study, has concluded, it would improve the mail 
service immeasurably. 

Senator Monroney. At no extra cost to the Government. 
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Mr. Tieton. I don’t know about the cost. It might cost more. 

The first-class mail service does not cost the Government any more. 
We suspect it costs the Government less. But a further extension of 
this, I can’t answer that. 

Senator Monroney. I didn’t mean that; I meant first-class only. 

Mr. Tieton. Yes; the first class only, that is the case. 

Senator Monroney. It might be that if air cargo develops with 
lower ton-mile rates, the Federal Government might even relieve itself 
of some of the losses incurred in the second-class mail by publishers 
and distributors of large magazines finding it more economical to 
move it to the large centers of distribution across the country and 
have it mailed locally from other places. 

Mr. Treron. There cannot be anything truer than that, Senator, 
because at one time the Post Office Department was paying us $8 as I 
recall—$8 a ton-mile for moving mail. 

They, nevertheless kept pushing it. They pushed similarly our 
movement of passengers by saying, you do not get to haul any mail 
unless you will haul passengers. 

The net effect of that is they now pay about 36 cents a ton-mile, as 
a result of a very forward-looking policy. 

The time is here for a forward-looking policy in the cargo field. 

Senator Monroney. The third point is Federal assistance in the 
research and development needed to produce modern cargo aircraft. 

We have had that, of course, for a long period of time in motors, 
almost all the motors that have been discussed have been military 
developed motors and later used for cargo or passenger aircraft. 

Whether you perhaps heard the testimony of the Assistant Secre- 
tary of Defense for Transportation, Mr. McGuire, yesterday where he 
was agreeable in his testimony to development costs for such uses as 
were military, but he thought the cost sharing should be made as to 
the advantages that may be attained commercially as well. 

Therefore, we are arriving at an accommodation we had long 
sought for, where this could be partly developed by the military and 
partly paid for by the commercial operators. 

So, would you not say 

Mr. Tipton. We are making real progress on that, I think. 

The progress on that largely, whether it is good, sound progress, is 
largely dependent, in my opinion, on the implementation of the policy 
for the role and mission of MATS. Because, if MATS assumes the 
role, as described in the policy statement, then it should be as well 
equipped as it can be made equipped. If it is going to continue to run 
an airline operation, then one wonders whether it makes sense to 
modernize the organization from that standpoint, and that, I think, is 
the possible impediment, but there again, the policy is right. The 
question is getting it done. 

Senator Monroney. So that leaves us only with No. 4, which your 
association, because of division among the membership, cannot com- 
ment on ¢ 

Mr. Treron. That is right, sir. 

Senator Monroney. Could you give to the committee any idea of 
what the financing is costing in simple interest for this $4 billion worth 
of new equipment, what is the range of interest rates that have been 


charged ? 
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Mr. Trpron. Taking a note from my previous discussion of financ- 
ing, which I must say was somewhat inadequate, I will have to ask to 
introduce that at this point. We have the data; I just do not have it 
with me. 

Senator Monroney. I think it will be helpful to the committee to 
take the high range and the low range. 

Mr. Tieton. We would be willing to do that. 

Senator Monroney. Either on debentures or bank loans, and also 
I would appreciate it if you would cover whether, in today’s market, 
and with today’s dividends on airline stocks, whether new equity 
financing is being used by the airlines or is contemplated. 

Mr. Tieron. We will add that, Mr. Chairman. 

Senator Monroney. That will be helpful to have that study in the 
record. 

Our committee staff suggests the question was raised whether the 
members of the industry were properly notified. 

Might I ask if your association notified all your members, including 
those who indicated opposition of the program of Government guaran- 
tee to private loans, to the CAB last fall? That the hearings on this 
bill were to commence on Monday, February 8, and did you advise 
them to contact the committee if they desired to register any views, 
either for or against the bill ? 

Mr. Tirpron. We did exactly that. We did so advise them in those 
terms. 

Mr. Murreny. Mr. Chairman, at this point in the record I would 
like to introduce a copy of a letter dated February 1, 1960, from Mr. 
Tipton directed to the heads of all his airline members advising them 
of the initiation of these hearings and confirming what he has just 
stated to the committee. 

(The document referred to is as follows :) 


AtR TRANSPORT ASSOCIATION OF AMERICA, 


Washington, D.C., February 1, 1960. 
Memorandum No. 3. 


Subject: Senate aviation hearings. 
To: Heads of airlines (copies to attorneys). 

GENTLEMEN : Senator Monroney announced that he will recess the safety hear- 
ings until Monday, February 15, at which time he will take up the subject of 
pilot qualification and certification. 

In the meantime, the Senate Aviation Subcommittee will hold 3 days of hear- 
ings beginning February 8, on S. 2774, the cargo guarantee loan bill (“Heads of 
Airlines,” Memo No. 2, Jan. 22). The ATA plans to testify on the general sub- 


ject of air cargo as indicated in our previous memorandum, but not specifically 
on the guaranteed loan bill. 


It is suggested that individual carriers who are interested in the subject of the 
cargo guaranteed loan bill consider testifying on it specifically in their own 
behalf. Arrangements should be made with Robert Murphy, counsel of the Sen- 
ate Aviation Subcommittee. 


S. G. Treton, President. 
Senator Monroney. So all of the members of your group have been 
on notice; and, if they wish to appear, the committee will still be glad 
to receive their names and arrange for time for them to appear. 
Mr. Tipron. We will report this hearing to our members, Mr. Chair- 
man, specifically report that. 
Senator Monroney. Thank you very much. 
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I appreciate very much your being here and giving us the advice 
and study of your organization, and also for whatever assistance you 
may later be able to give us on the economics strictly of air cargo 
without relationships to the relative means of achieving transport 
aircraft. 

Mr. Tieton. Thank you, Mr. Chairman. We appreciate the op- 
portunity to come here. 

Senator Monroney. The committee will stand in recess until to- 
morrow at 10 o’clock, at which time we will hear Mr. Smith E. Spicher, 
president, Supplemental Carriers’ Conference, and possibly Mr. Ray- 
mond A. Norden, president of Seaboard & Western Airlines, and Mr, 
George A. Riley, legislative counsel, AFL-CIO. 

The committee will stand in recess until 10 in the morning. 

(Whereupon, at 3:54 p.m., the committee was adjourned, to re- 
convene at 10 a.m., Friday, February 12, 1960.) 
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GOVERNMENT GUARANTEE OF LOANS TO CERTAIN 
AIR CARRIERS 


FRIDAY, FEBRUARY 12, 1960 


U.S. Senate, 
CoMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
SUBCOMMITTEB ON AVIATION, 
Washington, D.C. 

The subcommittee met at 10:15 a.m. in room 5110, New Senate 
Office Building, Hon. A. S. Mike Monroney presiding. 

Senator Monroney. The Subcommittee on Aviation will resume its 
hearings. 

We are honored today to have Smith E. Spicher, president, Supple- 
mental Air Carrier Conference, Washington, D.C., present. We ap- 
preciate your giving up your holiday to appear to help us catch up 
with the witnesses who have been waiting to be heard. It is a great 
help to have the industry make comments on this bill. As you know, 
we are interested in expanding to new horizons in aviation in the 
future. 

Mr. Spicuer. Thank you, sir. 

Senator Monronrey. You may proceed, sir, as you wish. 


STATEMENT OF SMITH E. SPICHER, PRESIDENT, SUPPLEMENTAL 
ATR CARRIER CONFERENCE, WASHINGTON, D.C. 


Mr. Spicuer. Mr. Chairman, my name is Smith E. Spicher. I am 
president of the Supplemental Air Carrier Conference, a national 
trade association representing only supplemental airlines. I have 
followed the day-to-day views and wisdom offered by the many dis- 
tinguished Government authorities and leaders in the aviation indus- 
try during these hearings. 

I have carefully studied bill S. 2774, sponsored by you, Senator, and 
cosponsored by Senator Stuart Symington, former Secretary of the 
Air Force. I am grateful for the opportunity to appear here this 
morning in support of the proposed legislation which I am convinced 
will, if enacted, successfully lift the American aircargo industry to the 
uncompromising and secure position of international leadership, and 
in so doing, meet the pressing needs of the Department of Defense 
now, and in the event of a national emergency. 

The challenge I recognize in the Monroney bill appears to parallel, 
in many respects, the pioneering accomplishments of supplemental 
air carriers in the field of low-cost aircoach travel. I would like to 
convey to the committee the fact that the majority of active route-type 
all-cargo carriers literally won their wings while pioneering as large 
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irregular carriers—the rather negative terminology for what is today 
classified as certificated supplemental air carriers. 

I am hopeful, Mr. Chairman, that you and the members of the com- 
mittee will agree a a group of soundly operated supple- 
mental air carriers will bring the important ingredient of pioneering 
experience to this much-needed development of an efficient, new, mod- 
ern aircargo structure for our Nation. It is because of this concern I 
believe further consideration of the present downpayment require- 
ments might reveal an initial financial hardship which could not be 
endured by many or, possibly, all of the experienced pioneering sup- 
plementais. 

I believe a lower downpayment clause will provide an avenue of 
participation for supplementals and, through this participation, stim- 
ulate a healthy, competitive condition which will create a safeguard 
against monopoly. 

Our member carriers are currently engaged in cargo carriage, civil- 
ian and military, in addition to common carriage and charter flights, 
authorized by the CAB and they are unanimous in their support of 
the bill. 

Thank you for your time and interest in our position relative to this 
legislation. 

Senator Monronry. Thank you very much, Mr. Spicher. The car- 
riers that you represent are the certificated supplemental air carriers? 

Mr. Sprcuer. Yes, sir. 

Senator Monroney. This is a group that, after hearings and testi- 
mony and study by the CAB, were given a certificate as to their quality 
and ability and experience 

Mr. Spicuer. That is right, sir. 

Senator Monroney. To operate over irregular routes. Irregular 
does not refer to their ability, but to the route structure in which they 
fly. 

Mr. Spicuer. That is correct. 

Senator Monronry. And they are certificated to go on a certain 
number of trips between two given points every so often, and that they 
have the choice also on charter work, common carriage, and a very 
flexible type of operation ? 

Mr. Spricuer. ise, sir. I would say that the difference in supple 
mental is limited to the number of routes flight they can make in 
regard to unlimited charter flights. While the trunk carrier is unlim- 
ited under route authority, but they are limited to their charter 
authority. 

Senator Monroney. But your members have the capacity and the 
ability and the certification to fly anywhere in the world. 

Mr. Spicuer. We have the certification which permits us to fly any- 
where in the continental United States and its possessions, and also to 
fly what is classified as overseas. 

We are not authorized to fly in foreign transportation, except by 
CAB exemption orders, and we have annually an exemption order 
that permits us to fly charters for the military all over the world. 

Senator Monronry. Let me ask you, you have had some experience, 
I understand, in negotiating the purchase of some foreign-made air- 
craft. Will you tell us about your experience and what kind of terms 
might be available, and what kind of competition confronts the United 
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States in this cargo field, and what, if some legislation is not passed, 
is apt to happen to the use of American-made aircraft on the world 
airlines ? 

Mr. Sprcuer. I have had the opportunity to, on several occasions, 
be present at the time negotiations were progressing for this English- 
made aircraft. : 

The actual purchase was not completed. However, to the best of 
my knowledge, the English Government would guarantee 90 percent 
of the full purchase—that is, guarantee the bank that financed the 
purchase—which actually made it possible to purchase the aircraft 
with 10 percent down. 

That truly did not result in having an aircraft delivered for only 
10 percent down due to the duty that had to be paid to bring the air- 
craft into the country. 

So, in effect, with 10 percent duty—lI believe that is the duty on the 
aircraft—with 10 percent duty and 10 percent down, that means you 
have to pay 20 percent in order to actually get an aircraft delivered 
into the United States. 

Senator Monroney. This is Brittania you are talking about ! 

Mr. Spicuer. Yes, sir. 

Senator Monroney. That is a four-motor turboprop, large size ? 

Mr. Spicner. That is right. In the tourist configuration, I believe 
would have a sitting configuration of 149 passengers. 

Senator Monroney. You were contemplating the purchase of a dual- 
purpose plane—the seats could be taken out and stored below the floor 
in the plane and used as a cargo plane, and then for return trip used 
for passengers ? 

Mr. Spicuer. Yes; actually that was one of the things that pre- 
vented the culmination of this particular purchase. The Bristol Co. 
had the modification to put cargo doors in this particular airplane. 
There was question as to what we were negotiating for, whether it 
could be quickly converted to cargo. 

However, they had completed that work, and this particular air- 
e ane is ads aptable to being converted, so to speak, to where you can 

aul passengers and cargo. 

Senator Monroney. Yes. 

Regarding the 90 percent loan guarantee by Great Britain, what 
is the payout time? 

Mr. Sricuer. I am not real sure. It is a long period of time. It 
is a very reasonable method of purchasing. 

Senator Monroney. Seven to ten years. 

Mr. Spicuer. Seven to ten years. This can be purchased for $1,- 
300,000 so a 5- to 7-year payoff is not too much. 

Senator Monroney. What is the speed of the airplane? 

Mr. Sricuer. I am not real sure, it is in the 450-mile-an-hour class. 

Senator Monroney. Turboprop, Rolls Royce Tyne 12? 

Mr. Spicer. It is a turboprop engine. I do not know too much 
about the engine. We looked into the engines that had been operat- 
ing, this particular engine had service for $18,000. Their operation 
record is very fine. Internationally there are certain disadvantages 
to the performance of the aircraft because of the system of construc- 
tion of certain of the parts and bolts and assemblies. Because of 
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that, the aircraft company will furnish trained personnel, mechanics, 
at key places, for quite a long period after you purchase one of the 
airplanes in order that you can properly maintain it. 

Senator Monroney. How about spare parts ? 

Mr. Sricuer. The spare parts you have to purchase—— 

Senator *Monroney You purchase certain kinds of spare parts; 
do you not? 

Mr. Sricuer. Yes; and then they made arrangements on a pipeline 
for engine overhaul, which was rather inconvenient in this country, 
because they have an overhaul station in Vancouver, in that area, near 
Seattle. 

Senator Monroney. There is some advantage I am sure, in having 
a supply of not only the duplicates of the spare parts you buy when 
you purchase the plane, but also on warehouse stocks and fast delivery 
for the part that you might require for American-made aircraft? 

Mr. Spicuer. Well, the fact is that American-made aircraft will 
have the supply right close, which is a much better arrangement. 

Senator Monroney. You cannot afford to have this plane down for 
a week or two? 

Mr. Spicuer. No, it is quite expensive to operate a foreign-made 
aircraft in this country, because the stock parts—I do not know ex- 
actly what the figures are, but probably it would be a million dollars 
in spare parts alone. 

Senator Monroney. Those would be the ones you would buy along 
with the plane, is that correct ? 

Mr. Sricuer. Yes, sir. 

When one considers the fact that the operation is complex enough, 
they put their own engineers to set up a maintenance crew to be sure 
the airplane operates, is to our way of thinking, actually much better 
to have American-made airplanes. 

Senator Monroney. Particularly for servicing of the plane. Un- 
less you have the engineers and the experienced airmen on that par- 
ticular type of plane, it would be a little difficult to acquire this know- 
how, overnight at least, in the transition. 

Mr. Spicuer. It certainly would. And not only that the strategic 
location of the aircraft manufacteurers in this country are on regu- 
larly traveled trunklines, most any part, in an American-made air- 
plane, it is a matter of hours, unless you are off route. 

Senator Monronry. Yes. Do the 90-percent terms apply on other 
types of British aircraft, like the Viscount ? 

Mr. Sricuer. To my knowledge, that can be arranged with any 
aircraft purchase. I believe it would probably bear on the desirabil- 
ity of the manufacturer to sell the aircraft. 

Senator Monroney. Do you know of any aircraft made in the 

° s . y 
United States that would give you the lift that you would get from 
the Canadair swing tail CL-44, or the Britannia? 

Mr. Spricuer. No, sir, I do not know. At the moment there is 
aircraft in the United States that will give you the lift the Britannia 
will give, yes. 

Senator Monroney. They what? 

Mr. Spicuer. They will give you the lift the Britannia will give. 
Of course it is a larger aircraft than the Electra. 
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Senator Monronry. We do not have any turboprop that can give 
you that lift, do we? 

" Mr. Spicuer. What is this? 

Senator Monroney. We do not have any turboprops that can give 
you this lift? 

Mr. Sricuer. No, sir, we do not. 

Senator Monroney. We have the military version, but those have 
so many built-in headwinds and gadgetry for the military, it does not 
make it a profitable plan for the supplemental carriers, or for even 
scheduled carriers. 

Mr. Sricuer. I am not at all sure of the exact comparison between 
the Lockheed Electra and the Britannia, but I think the Britannia 
has considerable more lift than the Electra has. 

Senator Monronery. You said this carried 135 passengers, I believe, 
the Electra usualy carries about 80, I believe? 

Mr. Spicuer. That is in the tourist configuration. The Britannia 
to my knowledge has more lift than the Electra has. 

Senator Monroney. You feel there is a vast volume of cargo that 
could be obtained if you were able to cut the rates in half? I am 
talking about cargo. 

Mr. Sprcuer. I do not believe there is any question about that. 
Considering the growth of the country in the last 10 years and the 
establishment of the metropolitan areas, in many places the way it 
has developed the last few years, it has created a community of inter- 
est that did not exist 10 years ago. I do not believe personally the 
cargo traffic has been exploited or even touched. 

We think the same thing that happened in the case of the aircoach 
travel, that by increasing the density of the seating cost to the traveler 
dropped into a different bracket and into a new—actually dropped 
into a group of people that formerly did not fly before. By the same 
line of reasoning, dropping the rates on aircargo will create a demand 
of a large amount of commodities to be flow. 

Senator Monroney. In other words, what you are saying is, when 
you are able to lower cost of passenger travel to where it was com- 
petitive, or below that of surface travel, whether by bus or by coach 
train travel, you found a new market that had not heretofore been 
tapped—then expansion of passenger traffic occurred, is that correct? 

Mr. Sprcuer. That is correct. As we approach the cost of travel 
on surface—the strange thing about it, if you get halfway in between, 
it does not appear that market is there, but as you actually approach 
it and get down to where the cost is coming close to being the same, 
then the market develops rapidly from that point on. 

I feel the same thing would be true when you approach or get close 
to the present cost of transporting these commodities by surface. 
They, too, take to air the same way the passengers have. 

Senator Monroney. On the financing of 90 percent, did that include 
nition dollars’ worth of spare parts you say you would need to 

uy ? 

Mr. Spicuer. Yes, that is right. 

Senator Monroney. That is one package? 

Mr. Spicuer. That is one package. 

Senator Monroney. In the insurance of 90 percent, did they seek 
American financing with the British guaranteeing the loan, or was 
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the loan to be made by British financial houses guaranteed by Britain? 

Mr. Sricuer. This would have been made by various banks, guar- 
anteed by Great Britain. 

Senator Monroney. It is strictly a British operation—America 
would be left completely out? 

Mr. Spicner. Yes. 

Senator Monroney. Do you have any knowledge of any sales efforts 
that have been made by the Russians ? 

I know in many foreign countries they have gone strongly after the 
American export-aircraft sales market, not only economically, but 
sometimes even with political pressure, to bring about the placement 
of Russian-made aircraft on foreign lines. 

Mr. Sricuer. I do not have any knowledge of that, sir. 

Senator Monroney. You do not know what the terms are on that 
at all? 

Mr. Spicuer. No, sir. 

Senator Monroney. Do you have a general idea of the quality of 
performance of the Russian plane? 

Mr. Spicuer. I am not really very well versed on that fact. 

Senator Monroney. We thank you very much for your courtesy and 
your appearance here and helpful interest in this legislation. 

Mr. Spricuer. It certainly has been a pleasure, and we appreciate 
very much being here. 

Senator Monroney. We will be happy to consider your statement 
when we get to the writing up of the bill. 

We have a statement from Mr. George D. Riley, AFL-CIO, legis- 
lative representative, with reference to this bill. 


We endorse the purposes of this bill, just as we did in 1957 when a similar 
measure was before the Congress for consideration. 

The measure at that time was intended to provide Government guarantee of 
private loans to certain air carriers to facilitate purchase, of equipment. 

Some 20 or more companies on the mainland of the United States and in 
Hawaiii and Alaska are potential beneficiaries under the act of 1957. 

At that time there was no question whether the aircraft or the railroad 
equipment would be developed or constructed in the United States or else- 
where. However, in the presently pending bill those unions having membership 
in the civilian aviation industry as well as those in the fabricating plants be- 
lieve that the language of S. 2774 should be sufficiently clear as to provide that 
such U.S. Government guaranteed loans for acquiring cargo aircraft should 
be clearly spelled out to the end that such purchases shall apply under the act 
solely to equipment constructed within the United States. 

I believe your committee will see the need for inclusion of this safeguard 
to assure that American Government guarantee of purchase funds shall be made 
applicable only where the cargo aircraft is a product of a U.S.-domiciled com- 
pany and plant wherein the equipment has been fabricated. 

Our information is that the type cargo carrier contemplated for purchase 
in the foreseeable future is not being constructed in the United States at 
this time. If this be true, then there is all the more necessity for the suggested 
inclusion which we propose. While it would be preferable to include develop- 
ment as part of manufacture in the United States as the contingency upon 
which U.S. Government guarantees would hang, it nevertheless is true that we 
do stand firmly for the main part of our proposal which is outright construction 
somewhere within the 50 States of the Union, or a territory which is American. 

I think it can be demonstrated that, as a result of passage of the 1957 act 
enabling airlines to acquire equipment with Federal assistance that much of 
the flying properties today were acquired through the aid of Uncle Sam. For 
this, your committee has earned the applause of our members who are in charge 
of such modern aircraft. 
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This is the only point which we wish to make in connection with the pending 
legislation. 

As we have no further witnesses to be heard today the committee 
will go over until Tuesday, February 16, at 10:30 a.m., due to the con- 
flict with the Maritime Subcommittee. We will meet in room 4202, 
the Labor Committee hearing room. 

We will hear at that time Professor Brewer of the University of 
Washington, perhaps one of the most outstanding experts in the field 
of volume and usage of aircargo. He has made studies in this area 
for a number of years and is a recognized authority on the subject. 
He will be followed by Mr. Robert Hewitt, , president, Riddle Airlines, 
Miami, Fla. 

The committee will stand in recess until Tuesday, then, at 10 :30. 

(Whereupon, at 10:36 a.m., the subcommittee adjourned until 10 
a.m., Tuesday, February 16, 1960, in room 4204.) 





GOVERNMENT GUARANTEE OF LOANS TO CERTAIN 
AIR CARRIERS 


TUESDAY, FEBRUARY 16, 1960 


U.S. Senate, 
CoMMITTEE ON INTERSTATE AND ForEIGN COMMERCE, 
SUBCOMMITTEE ON AVIATION, 
Washington, D.C. 

The subcommittee met at 10:40 a.m. in room 4200, New Senate Office 
Building, Hoh. A. S. Mike Monroney presiding. 

Senator Monronery. The Subcommittee on Aviation will resume its 
hearings. 

Mr. Robert M. Hewitt, who was to be our second witness, has to 
leave this afternoon. Therefore I think it would be appropriate to 
take him first, and ask the indulgence of Dr. Stanley Brewer, our 
other witness, to follow him if he will, since he is not under such 
pressure of time. 

Mr. Hewitt, if you would come forward to the witness table. We 
are very happy to have you here. 

I do not think the microphones are working. However, I believe 
we can hear all right because the acoustics are rather good here. 

If you have a statement, you may read that and then we will ask 
you any questions. 


STATEMENT OF ROBERT M. HEWITT, PRESIDENT, RIDDLE 
ATRLINES 


Mr. Hewirr. Thank you very much, sir. 

First let me express my appreciation to the members of the com- 
mittee for your invitation to appear here today to give my views on 
S. 2774. 

Riddle Airlines, as you know, is one of the four certificated all- 
cargo airlines. We operate a north-south route system with three 
principal divisions: (@) between Great Lakes cities and Atlanta and 
Florida points, (6) between New York (and Philadelphia) and Miami 
and (c) between New York and Miami and San Juan. With the 
exception of our Midwest routes, Riddle’s scheduled operations extend 
back into the late 1940’s. From then until 1955, when it was certifi- 
cated, the company operated pursuant to an exemption by the CAB. 

Riddle is one of only two domestic certificated all-cargo carriers 
still in common carrier operation today. Slick and AAXICO, the 
other two, have suspended common carrier operations because of fi- 
nancial reasons. This is in addition to two other certificated all-cargo 
airlines, Air News and U.S. Airlines, which have gone out of busi- 
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ness operations since the start of the certificated all-cargo service in 
1949. 

Riddle Airlines is proud of the fact that it has maintained its public 
service in spite of financial adversity equal to or greater than that 
which has led other carriers to throw in the sponge. Riddle’s stock- 
holders have invested about $9 million in this enterprise. Over $7 
million of it has been lost in developing the airfreight business. In 
the vear ending June 30, 1959, we lost $1,852,054. In the previous 
fiscal year in which we were severely affected by the recession, we 
lost $3,428,631. 

I do not want to indicate that we have taken these financial results 
lightly. The company’s directors have several times given serious 
consideration to suspending. This grave question came up only last 
summer. I was called in to advise the company what to do in the 
face of seemingly insurmountable losses. After examining the op- 
eration I persuaded the directors that the company could, with certain 
changes, hold its own. I became president of Riddle Airlines on Oc- 
tober 10, 1959, with the job of carrying out my own recommendations. 
Thus far I am pleased to report considerable progress. For the fourth 
quarter of 1959 the company’s losses were $47,000—considerably be- 
low any previous quarter in recent years. Prospects are good for a 
breakeven operation in the first quarter of 1960. 

In my opinion, however, a sense of pride in its public service, 
spurred by bright hopes for the future, has already carried Riddle 
much further than it had any right to go from a financial viewpoint. 
The virtue of self-sacrificing public service can sustain a company for 
just so long. At some point it must begin to pay its way. 

We confidently expect Riddle can keep its head above water; how- 
ever, treading water is not good enough. If our service is to advance 
as it ought to, the all-cargo carriers must progress from an economic 
standpoint as well. The promise of this industry will not be achieved 
otherwise. This is a matter of great concern to me and is the reason 
for my appearance here today. It must necessarily be a matter of 
even greater concern to this committee. 

S. 2774, to put it bluntly, will not do the job. The bill can be im- 
proved and, if improved, it should be enacted. But there should be 
no illusions about it. This bill with nothing more, is not going to give 
this country a strong and growing all-cargo industry. This commit- 
tee should have every right to expect that, with the initial push of this 
legislation, the all-cargo industry will be able to sustain future prog- 
ress on its own, without further financial help. But as things stand 
now you would be deceiving yourselves to expect it. The needs of the 
airfreight industry are not that simple. The problems that confine 
it can no more be penetrated with a one-shot piece of legislation than 
gravity can be defied with a single-stage rocket. Like that one-stage 
rocket, this bill may look good as it starts out. But in terms of what 
this committee is aiming for, it can be predicted even now that the bill 
will, like such a rocket, end as an expensive fizzle. 

In terms of our mutual objectives this legislation will serve as a 
good first stage. But a second stage of help, one which will lift us 
toward indefinite progress, must accompany it. That stage, which is 
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by no means secondary in importance, can best be described as a sympa- 
thetic and progressive regulatory policy. 

This is a matter principally of the attitude of the CAB. No single 
regulatory decision is going to make or break the all-cargo industry. 
But the sum of Board actions on the variety of issues affecting us can. 

Thus far, I regret to say, the trend of regulatory action is not en- 
couraging. Our request for temporary subsidy assistance is the prime 
example. I have mentioned that in the year ending June 30, 1958, we 
lost over $3 million—almost half the entire losses of the company 
since it began operations. In March of 1958 Riddle went tothe Board 
with an application for temporary subsidy. I do not think you could 
say the company was being greedy in making such an application. 
Riddle had foregone the r ight to subsidy since it t began service. More- 
over, we indic ated in our “application that it was only interim relief 
we were seeking and only because of the extremely serious situation in 
which we found ourselves. 

In view of the subsidy rights which other air carriers have always 
enjoyed—rights which netted them $830 million in subsidy in the first 
20 years of the Civil Aviation Act—we felt that such a request was 
not unreasonable. Furthermore, we had noticed no particular clamor 
by either the Board or the subsidy-eligible trunklines—which had been 
profits ible for many years—to remove their subsidy eligibility. As 
a matter of fact, one of our trunkline competitors, which has had 
comfortable profits for some time, was (and still is) actually chal- 
lenging the Board in court demanding more subsidy for some past 
per iod than the Board found it was entitled to. 

Our interest in subsidy does not extend to these lengths. We sought 
in effect, a badly needed drink of water. In answer we were told to 
go dig a well. We are still digging. The Domestic Cargo-Mail 
C an enormous route renewal proceeding—was established and 
we were told to make our case for subsidy there. Today it is almost 
2 years later and the hearing in the case is still going on. It is true 
we managed to survive without subsidy. If conditions remain favor- 
able we can also continue without subsidy. We maintain, however, 
that eligibility for subsidy is still essential and we believe we are 
entitled to it. It is certainly inconsistent to me that the Board should 
feel that it can so freely and heavily subsidize such things as short- 
haul passenger service by local service carriers and helicopters but 
cannot ever grant subsidy to promote aircargo, which is obviously 
destined to play a much more significant role in the future of air 
transportation, both commercial “and militar y. I suggest to this 
committee, therefore, that if the Board’s handling of our subsidy ap- 
plication i is indicative of its future approach, the climate for the de- 
velopment of the all-cargo industry will be very uninviting. 

There are other examples, too, such as the steady accretion of cargo 
competition from passenger carriers. Heedless of the fact that added 

‘argo competition may not be required everywhere that added pas- 
senger competition is, the Board has, without any showing of need, 
allowed all-cargo authority to accompany automatically every new 
passenger route award. The competition required in a large and ma- 
ture passenger industry is very different than in the infant all-cargo 
industry. Board policy makes no distinction. 
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In my judgment it is time these distinctions were made. It is 
understandable enough that the Board has until now been concerned 
primarily with passenger transportation. But it is time to think in 
cargo terms and to recognize that the growth of the aircargo industry 
requires thinking in terms of mass cargo movement by specialists who 
do not have the distractions of more attractive and lucrative passenger 
business. In the final analysis, this kind of sensitivity to the needs 
of the growing aircargo industry must come from the CAB itself. 
Undoubtedly, however, the expressed concern of this committee in our 
future would help instill a similar concern in the Board. As one of 
several possible ways of accomplishing this I would recommend for 

our consideration an amendment of the declaration of policy of the 
Federal Aviation Act (sec. 102) to require specific emphasis on pro- 
motion of the movement of freight by air. Deck action would serve 
formal notice on the Board of the concern of Congress with this 
matter. Without some such specific indication of congressional in- 
terest, I am afraid that the all-important second-stage boost to our 
development may fail to fire. 

I would now like to comment specifically on the merits of S. 2774. 

In principle, this legislation is both fair and sound. It is fair be- 
cause it has been preceded by similar programs in many other branches 
of Government policy. We now guarantee loans for local service air 
carriers, for railroads, for ship construction and even for the purchase 
of U.S. aircraft by foreign airlines. 

It is sound because it will help break through the cost barrier, the 
most important economic obstacle to the growth of the industry today. 
In my judgment as an interested observer of the all-cargo industry 
for many years and now as the president of Riddle Airlines, the speed 
with which airfreight moves toward the mass movement of goods is 
related directly to the economic characteristics of the all-cargo air- 
craft. The volume of goods moving by airfreight today is, of course, 
directly related to the cost of airfreight in relation to other forms of 
transportation. The biggest and controlling element in the cost of 
airfreight is the cost of operating the aircraft. The achievement of 
every other possible economy by an all-cargo carrier without a more 
efficient airplane is not going to permit any significant reduction in 
the price of airfreight. 

For example, Riddle’s operating expenses per unit of capacity in 
1958 were approximately 54 percent or more than half of the average 
for domestic trunklines. For all-cargo carriers as a whole, the figure 
was 69 percent. Since freight, not passengers, is our main source of 
revenue we have had to be efficient. The average yield of all-cargo 


carriers in 1958 was 17.82 cents per revenue ton-mile. This was only 
one-third the unit yields of the average domestic trunkline and one- 
fourth that of the average local service carriers. 

The following table will give an indication of the economic squeeze 
on the all-cargo carriers: 
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Nonsubsidy revenues versus expense per unit of service provided 


[Cents per available ton-mile] 


Total operations 





Revenue Expense Profit or 
(loss) 
Pe COE ob Aine dee ei ta 23. 888 27. 324 1. 565 
EE RERUNS oii cc cnnackewddcmuintlecinieanl Ss 33. 322 50. 344 (17. 022) 
PERE CITI i scncreirrcnaecapetddonhatohiacbnngaaninanans te 19, 422 20. 362 (. 940) 
Riddle (excluding loge a as ene eens oie 14. 648 21. 056 (6. 408) 


Note that for each ton-mile of capacity provided by Riddle we lost 
almost 614 cents. To show the true significance of the above data, we 
must, however, convert unit data into , dollar amounts. This is done 
by multiplyi ing each unit result by the units of service provided (avail- 
able ton-miles) as follows) : 


Dollar profit or loss 





Unit profit or | Available Dollar 











(loss) (cents X ton-miles = profit 
per available flown a (loss) 
ton-mile) 
I aie a tn a a 5 ed es 1. 565 | 5, 190, 173, 000 $81, 226, 000 
BAGS BOr Wee WIUNRS 25 oS eo san ccwcaceectaticeaceaaees (17. 022) | 185, 397, 000 (31, 558, 000) 
SI 6 ea a a (0. 940) | 383, 791, 000 (3, 609, 000) 
Riddle (excluding I Agair). Ba eh ee ee (6. 408) | 36, 803, 000 (2, 358, 000) 





The above profits or losses represent, of course, results from trans- 
port operations. To this data must be added incidental other revenues 
or subsidy. These additions complete the comparable picture of the 
groups as follows: 


Net operating profit or loss before taxes 


[Thousands of dollars] 











| 
Profit or Net 
(loss) from incidental Subsidy Result 
| transport revenue 
wa call stl ceili 
SPORT TE CEUNTNG s occ inetininndcicwcrawanabe 81, 226 11, 514 2, 386 95, 126 
Lock] service 1ines.....62. ec cncccccccaccs seg (31, 558) 428 | 32, 746 3, 616 
PUR IND ON ss oon on 88 tethers be ce ae (3, 609) 2,311 | None (1, 298) 
Riddle (excluding Logair) 


sah age tibapdeisip ieraasiagssouoloa (2, 358) (144) None 2, 502) 
| 


As we have noted above, the all-cargo line total loss is reduced by sub- 
stantial volumes of profitable passenger charters conducted by three 
carriers. If these carriers had realized only the low yield from 
freight operations shown for Riddle (14.648 cents available ton-mile), 
the overall loss of the cargo industry would have been in the order 
of 5.714 cents per available ton-mile or some $21,930,000. 








370 LOANS TO CERTAIN AIR CARRIERS 


I cannot speak for the combination carriers, but speaking for an all- 
cargo carrier I can say this: we can reduce indirect operating costs, 
and even controllable direct operating costs, to the absolute bare mini- 
mum. We have done so. But the most efficient human beings can- 
not make profits with an inefficient piece of machinery. The airplane 
itself has to produce essential economies of an all-cargo operation. 

The C46 aircraft which we operate at Riddle are a good example. 
These are sound aircraft and they have done a workmanlike job for 
us over the years. When I joined Riddle Airlines the direct cost of 
operating C-46’s was low. Since that time I have managed to get 
them somewhat lower. But even with relentless downward pressure 
on costs we find that we have no more hope of making a modern ef- 
ficient cargo airplane out of a C-46 than of making a carriage out of 
a pumpkin. 

Riddle a is committed to the proposition that it is going to 
stay in common carrier all-cargo business and is going to use more 
efficient nieeiti,, I have spent a portion of my time since joining 
Riddle studying the various types of aircraft available looking toward 
the choice of better aircraft for our own fleet. 

Among the types of aircraft we are giving most serious consid- 
eration to have been the DC-6A and the Armstrong-Witworth A W- 
650 (Argosy). Either of these aircraft would significantly expand 
the capacity that we can offer on our routes as well as lower the unit 
operating costs significantly. This, in turn, will mean improved serv- 
ice to users of airfreight and the addition of larger and more ef- 
ficient aircraft to our National Defense reserve air lift. 

It will take capital to acquire these aircraft, and it will have to 
come from the usual investment sources. Needless to say, there are 
many more attractive investments around today than a company in 
a regulated industry which has thus far lost $7 million. In any other 
field this kind of a record would prevent you from even getting an 
appointment with a banker. But even laymen recognize the inherent- 
ly great future of the air freight industry. If we can add to the 
promise of air freight’s future the backing of Federal guarantees and 
enlightened regulation I am confident that the long awaited break- 
through will take place. With better equipment will follow profita- 
bility. After that this committee will need concern itself no longer 
about the infant air freight industry. The attractiveness of air 
freight to private investors will assure no further lag in bringing 
this industry into its rightful importance. 

With these general comments as background, I should like to make 
several observations on specific portions of S. 2774. 


1. SEVENTY-FIVE-PERCENT LIMIT ON THE AMOUNT OF THE LOAN 


Section 3(b) (2) of the bill would make its provisions unavailable 
with respect to loans for more than 75 percent of the purchase price 
of cargo aircraft. This is a very serious fault. The object of loan 
guarantee legislation should be to minimize the amount of capital the 
carrier must ‘dev elop on its own—without, of course, entirely eliminat- 
ing the responsibility of the carrier to obtain some funds on its own. 
The 90- percent limitation in the local service loan guarantee legislation 
ideally balances, in my judgment, these considerations. The 75 percent 
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limit does not. With the aircraft as security a lender who makes 
available only 75 percent of the purchase price retains a substantial 

5-percent cushion for his security. It is quite possible that lenders 
wolld consider this cushion adequate even without the additional seeu- 
rity of the loan guarantee. In that case the legislation accomplishes 
nothing at all. The objective of loan guarantee legislation should be 
to get lenders to narrow the gap between the security and the loan 
toa size which the carrier can close with equity financing. 


2. THE ROLE OF THE SECRETARY OF DEFENSE 


The bill now gives extensive powers to the Secretary of Defense 
to establish what aircraft will and will not be eligible for guarantee. 
While I concur completely with the objective of the legislation to pro- 
mote our defense readiness, I believe it would be a mistake not to 
allow some additional representation in the decision on this important 
matter. 

There are a number of military all-cargo aircraft in existence today, 
other than those being used by commercial carriers. For the most 
part such aircraft do not come close to the relationship of maximum 
lift at minimum cost which would be required for economic commercial 
operation. If the Defense Department continues thinking in such 
terms there wil be no little commercial attractiveness to any aircraft 
which it certifies for guarantee. 

The gap between what the military and commercial carriers require 
can be seen again in the inconsistent standards of certification of the 
military and FAA. Some means must. be found, and I hope this legis- 
lation will be it, that the FAA will license the aircraft selected by 
the military. Today there are military cargo aircraft in daily opera 
tion which the FAA refuses to certificate for commercial operation. 

In order to assure that the aircraft which are selected for guarantee 
make sense in commercial as well as military terms I should like to 
suggest that the choice of eligible aircraft be under the direction of a 
representative committee. The members of the committee should con- 
sist of representatives of Defense (MATS), FAA, CAB, as well as 
representatives from major cargo airlines (perhaps one all-cargo and 
one combination carrier), a manufacturer and one representative 
large shipper of air freight. This committee should be charged with 
thor oughly studying the projected requirements for commercial air 
freight for only by so doing can it intelligently appraise and encourage 
production of the proper type of aircraft, number of aircraft and 

variety of aircraft designs required to accomplish the multiple pur- 
poses of this legislation. 

The bill also provides that determination of how the guaranteed 
aircraft will be used in time of war is up to the Secretary of Defense. 
I question whether that important decision should be solely his re- 
sponsibility. There are many competing needs for air transportation 
facilities in time of war. These are not limited to military logistic 
support. I should therefore like to suggest that some thought be given 
to having the appropriate civilian mobilization agency which is re- 
sponsible for allocation of all scarce resources, including transporta- 


tion, take part in the decision as to the use to which these aircraft will 
be put in time of war or national emergency. 
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3. LIMITATION TO U.S.-MANUFACTURED AIRCRAFT 


I doubt that it is desirable to limit the applicability of this legisla- 
tion to U.S.-manufactured aircraft. If competition between U.S. 
manufacturers will help us obtain the best possible aircraft—and I 
believe it will—then competition from some of our Western allies, 
such as Britain, will help even more. Moreover, if it turns out that 
our U.S. manufacturers are unable to develop as ’ good an airplane as 
foreign competitors, it would be senseless to handicap the cargo carrier 
and the military in this maner. I note that the limitation on U.S.- 
manufactured aircraft was wisely omitted from the local service loan 
guarantee bill and I suggest that a similar course be followed here. 


4. TERMS OF AVAILABLE FINANCING 


Paragraph 3(b) (9) makes it a prerequisite to a guarantee that the 
Board find that necessary funds are not available “on terms which 
are reasonable and compatible with efficient and profitable operation.” 

I assume that the intent of this is to assure that carriers will not have 
to pay a premium for their funds. Unless it is clearly understood 
that this is what is meant I suggest that the guarantees be made 
specifically applicable in cases where funds are not available on terms 
as favorable as possible in the light of the then current market for 
airline financing. 

In conclusion I would like to commend the committee for its prompt 
consideration of this legislation. I know there are many among you 
who share my own confidence in the tremendous future of the air- 
freight industry. With the attention you are giving to the welfare of 
that industry you may justifiably be proud of having had a part in 
bringing that future a good bit closer. 

Senator Monroney. Thank you very much, Mr. Hewitt, for your 
very thoughtful statement and the study you have made in ‘this field. 

The matter of subsidies which you mention in the first part of your 
statement has been the subject of study by this committee in the past. 
However, since there was such little unanimity even within the all- 
cargo field, the committee never felt it was feasible to go forward 
with the presentation that some of the all-cargo lines had made. 

Therefore, to consider the subsidy as being a necessity would, I 
think, be merely wishful thinking on the part of this committee, or 
even on the part of the airline operators today, or those who operate 
in the field of the all-cargo carriage. 

Do you think that without that, as I gathered from your statement, 
that this would be an expensive fizzle, I believe you stated. 

Mr. Hewirr. Well, when you purchase a new airplane, you frankly 
have just bought a ticket to spend money, you receive money, and you 
hope you have a profit when you are through with the business. 

Frankly, the cargo business, as such, the domestic trunks, who have 
the eligibility and have had the right to develop the cargo business, 
when they are receiving 50 to 55 cents a ton-mile are not going to go 
into the cargo business energetically when they only receive 20 cents a 
ton-mile. So consequently, they would have to lose their passenger 
profits before they could be eligible for subsidy. 
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f subsidy is a good thing to develop passenger business, I do not 
see why the same thing i is not true in the cargo business. Where we 
are in the difficult situ: en, is that frankly we have been in the all- 
cargo for the last 5, 6, or 7 years. If the domestic trunks want to 
come in now and use see from the passenger business, they can 
undermine the all-cargo carriers with their competition ; and all they 
fundamentally do is split off competition and make it even more difli- 
cult for us. 

Senator Monroney. Would you feel that it should be subsidized by 
absorbing so much per pound or underwriting the total operation to 
bring out a yield of 6 percent, such as the certificated airlines now 
enjoy in domestic service ? 

Mr. Hewrrr. I think the precedent that has been established would 
probably be the same precedent that should be used in cargo. 

I had discussed it one time, that if you could isolate, even in the 
domestic trunk, the cargo business from the passenger business, that 
then all the carriers would become more enthusiastic about the cargo 
business, because I do not see if I were president of a major domestic 
trunk—and these trunks have now spent $214 billion-plus on passenger 
airplanes, they have not spent one thin dime on a new airplane for 
cargo—that I would think that the bankers and insurance people that 
put up the money to buy those jets would look very unfavorably with 
me going into a cargo business to lose money and profits which would 
sustain my passenger loans on passenger aircraft. 

Senator Monronrey. Why do you think the subsidies, if a plane 
would yield approximately half the direct per ton-mile operating cost; 
would be necessary ¢ 

Mr. Hewirr. W ell, in the first place, when you study the route 
structures that exist in the United States, and you start talking about 
airplanes that will carry 70,000 pounds and break down the cost of 
8 or 9 cents a ton-mile, this is “only on avery few routes. The majority 
of the routes you cannot now, with known aircraft, get that rate down 
that low. 

I think the proof of the pudding, frankly, is the fact that the pas- 
senger carriers who get this 50 to 55 cents a ton-mile have been before 
the CAB for 4 years requesting increase in fares. Looking at the 
cargo industry, we are fundamentally using passenger airplanes to 

‘arry cargo, and everybody says we must reduce these costs. These jets 
were bought on the basis they could reduce fares. They are not reduc- 
ing fares, they are increasing fares. So we have to be very careful 
about any airplane that is proposed, that it can go in and reduce sub- 
stantially cargo fares—cargo tariffs. And if we make a mistake there 
on the type airplane, we can lose a lot of money in the cargo business, 
by improper selection of airplanes. 

Senator Monroney. Of course the bill does not follow your rec- 
ommendations of bringing in completely the industry as well as the 
branches of the military. It purports to leave the decision of the 
approval to the Secretary of Defense and to the Administrator of 
FAA, both of whom it would be supposed would represent their con- 
stituency, such as the branches of the military and the various branches 


of the aviation industry in the use of a plan needed for such type of 
plane. 
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I should think the Administrator of the FAA would be derelict 
in his duty if he approved a plane that had operating costs that are 
comparable to the all-military cargo planes that have been largely 
developed in the past with built-in headwinds—high operating costs 
which constitute a minimum consideration in the military as compared 
with its actual military performance for various military objectives 
which they require. 

It has been stated that a common workhorse type of aircraft could 
be developed, incorporating necessary logistical support requirements 
which could serve perhaps 90 or 95 percent of the military cargo lift 
and still be very satisfactory to the individual operators. 

Mr. Hewirr. I would like to call your attention to an article that 
appeared in Fortune, I think it was about February 1956, entitled 
“ Airlines’ Flight to Unreality.” 

You have been hearing in the press lately, the jet age, while it 
is a welcome thing, it is costing the airlines a lot of money and they 
are losing a lot of money. They are pleading before the CAB to 
increase the tariff to protect them. Other people say mergers must 
come and subsidies must come. 

In 1955, when they bought all these jets, it was the opinion of a few 
this was the golden age, and I would like to say if we are not careful 
in the cargo age that we can buy the wrong airplanes, and that it is 
something that a considerable amount of thought and much money 
should be spent on. I think that some of the military airplanes carry- 
ing 70,000 to 100,000 pounds could have been designed to be used in the 
commercial field, but they cannot now because the cost of relicensing 
those airplanes would be too great. This is one place you have got to 
be very careful, because the best brains in the industry have missed 
on what it costs to fly the jet age, and now this article that Fortune 
man wrote in 1956 is now coming true. 

The airlines said he did not know what he was talking about. There 
are other articles that came out of an industry gone mad. Well, 
these are the things that we have got to watch in this industry. I 
think the cargo industry with its much more margin than in the 
passenger area—here is an area that really has great potential, and 
probably more so than the passenger business—and that if we do not 
think this thing through clearly as to the type of airplane and the 
climate under which this business must be developed, we can delay 
this future substanfially. 

Senator Monroney. Do you not think, however, that the 25-percent 
equity requirement would cause more careful study before a decision 
was reached ? 

In other words, an operator might not give as careful consideration 
to a purchase involving a 10-percent risk as he would where the risk 
was 25 percent. 

Mr. Hewrrr. I agree with you. The point is once you own an air- 
plane, then is when your expense just begins. The depreciation and 
amortization of your investment is a small portion of the total cost. 
What I am saying is maybe the FAA and maybe the Secretary of 
Defense, and maybe some of the major carriers think it ought to be a 
certain type airplane, but you might miss the market if we study 
it very carefully and say we have no interest in the type airplane 
that is being developed. 
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Senator Monroney. Regarding your reequipment program, I notice 
that you are interested in the DC —6, and also in the Argosy. You 
have considered the Argosy, I believe, for quite a while, have you 
not, for the needs of your own particular route structure and your 
load factors ? 

Mr. Hewitt. Yes, sir, Senator, we have. 

We actually have just completed within the last couple days our 
study, and we think that the basic design of the Argosy as regards 

cargo handling, and so forth, is an excellent airplane, but we find that 
in study’ ing through the investment that would be required for that 
airplane, as opposed to a DC-6A, that we have elected to go ahead 
with the DC-6A, and not the Argosy. 

Senator Monroney. I see. 

Mr. Hewirt. This is again an example of where the Argosy, which 
was designed—which is an excellent airplane—some years ago, does 
not fit our particular market, so we will not buy the airplane. 

Senator Monroney. What isthe cost of the Argosy ? 

Mr. Hewrrr. The cost of the Argosy, including the duty of 1214 
percent into this country, is $1,500,000. 

Senator Monroney. That is a turboprop ? 

Mr. Hewrrr. It has the Rolls-Royce Dart engine, which is simi- 
lar to the Viscount. In fact, it is a larger motor. 

Senator Monroney. Twin engines? 

Mr. Hewrrr. Four engines. 

Senator Monronry. What are the loading characteristics—high 
wing? 

Mr. Hewirr. It is a high wing. The loading characteristics are 
that it is truck level. They have a very excellent cargo-loading sys- 
tem where they use pallets, they use a roller system, and frankly 


myself I can push the four or five thousand in and out of the airplane 
with ease. 


Senator Monroney. <A tail loader? 

Mr. Hewrrr. Tail and front. This is important, because when you 
are doing a flight from three or four different cities where you have 
to load and unload and shift loads, you can then load from either the 
front or the rear, and it makes an excellent airplane. 


Senator Monroney. Or you can on-load from the rear and off-load 
from the front ? 


Mr. Hewirr. That is right, sir. 

Senator Monroney. What is the range of the plane? 

Mr. Hewrrr. That is the primary reason why we decided not to 
buy the airplane. The airplane up to 500 or 700 miles will carry 
its maximum payload. I think it will do it better than most any other 
airplanes for cargo. But our range requirements are from 1,100 to 
1,600 miles, that is our long-haul cargo, and any time over 700 miles 
we found out that a DC—6A, which could carry more loads greater 
distances, was a better airplane. 

Senator Monronry. What is the lift of the Argosy—maximum ? 

Mr. Hewrrr. The Argosy’s maximum payload up to about 700 miles 
would be about 20,000 pounds. 

Senator Monronry. You mentioned terms, that we should include 
the foreign lines in these terms that are provided for, or the loan 
guarantees in the bill. 
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You were afforded terms by the British; were you not ? 

Mr. Hewirr. Yes, sir. 

Senator Monroney. Was it. about 20-percent downpayment and 
complete insurance on the rest ? 

Mr. Hewirr. I believe that is about right. 

Senator Monroney. Both the British and the Canadians—who 
apparently have gone ahead of us at the present time on the develop- 
ment of new cargo planes—since they have this financing available 
to us, why should we give them the additional privilege that would 
be obtainable for our manufacturers? I am sure they would not 
underwrite American-made airplanes. 

Mr. Hewirr. Well, my point in regard to the other manufacturers 
is: The U.S. manufacturer decides to build certain types of airplanes 
for a selected few carriers that it may fit into, and the majority of 
us do not have an airplane that will fit our route structure. Then if 
we find one in Britain, what do we do? Do nothing, or wait for 
U.S. manufacturers to develop it? 

Senator Monroney. In other words, if the American manufac- 
turers, as they undoubtedly will, bring out a plane, bring it out for 
the market they consider to be the optimum market for the type 
of plane that they design, they would not design a plane that would 
be usable only on one airline, because their production would be so 
limited it could not be profitable. 

But if there are planes made elsewhere that are specifically designed 
for the type of route structure that certain airlines might have, then 
if those planes are available abroad, as you state they are, and as our 
hearings have stated they are, would we not be doing an unnecessary 
bit of coverage by underwriting twice or offering double underwriting 
for purchase ? 

Mr. Hewirr. Of course foreign financing is much more expensive 
than the financing proposed here. So if you had a choice, you would 
not take foreign financing. 

Senator Monronrey. Some of the lines have taken it. 

Mr. Hewrrr. I know they have taken it. 

Senator Monroney. But they had no choice. 

Mr. Hewirr. That is right. 

Senator Monroney. Did the fact enter in into your choice of the 
DC-6B—also the fact that plane has increased in its sales value con- 
siderably, and is now a good bargain. It is still a good airplane, is it 
not ? 

Mr. Hewrrr. That is the reason we took the DC-6A. Under the 
present use of the market we can buy three DC-6A’s for the price of 
one. 

Senator Monroney. What is the cost per ton-mile of the Argosy, 
direct cost per ton-mile ? 

Mr. Hewirr. The direct cost—of course this will vary with your 
stage distances. 

Senator Monroney. 700 miles, you said was the optimum. 

Mr. Hewirr. The direct cost on that airplane would be around 13 or 
14 cents a ton-mile. 

Senator Monroney. Direct ? 
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Mr. Hewrrr. Direct cost. You see, when you start getting into 
27,000 pounds, at distances under 700 miles, you have an awful tough 
time keeping that cost down. 

Now, if we can get airplanes on out, say New York-Miami, which 
is 1,100, New York-San Juan, Chicago-Miami, which is 1,200, just 
remember that with the tariff structure the way it is, let us make it 
simple, 4,000 miles as opposed to 500 miles, you get twice the revenue 
for putting that cargo in there once to go 1,000 as to take it 500, and 
you have to do it twice, loading and unloading. 

Senator Monronry. What rate do you anticipate the DC-6B will 
oe you to quote, say from Puerto Rico, San Juan, P.R., to New 

‘ork? 

Mr. Hewirr. The present rate, currently there is a difference in the 
tariff structure. One carrier offers 13 cents a pound South, and 10 
cents a pound North. 

Senator Monronry. Thirteen cents a pound ? 

Mr. Hewrrr. Thirteen cents a pound, and then it is 10 cents a pound 
coming back. 

Senator Monrongy. How many miles? 

Mr. Hewirr. Sixteen hundred miles. 

Senator Monronry. What is that reduced to a ton-mile? I can’t 
work these figures. 

Mr. Hewirr. There are too many figures. 

Senator Monroney. Would you say this is one of your best ? 

Mr. Hewirr. No; the rate has now gone down too low. To the 
West it has a higher rate. Well, the rate from—this is at revenue ton- 
mile—from Puerto Rico to Idlewild is 19 cents a ton-mile. The rate 
from Puerto Rico to Chicago, 16% cents a ton-mile. The rate—— 

Senator Monroney. Isn’t it closer to Idlewild than it is to Chicago? 

Mr. Hewirrt. Here is the reason: The rate from Puerto Rico to 
Miami is 814 cents a ton-mile. The reason for these varying rates is 
imbalance of traffic. We are running 90 to 95 percent load factors 
out of the North to the South, and we are running 50 to 55 percent back 
North. So what we try to do is to encourage other types of traffic 
by giving an exceptionally low rate. 

So your 0.085 cents is down to what you are talking about in the 
Puerto Rico-to-Miami run. In the reverse, the Miami-to-Puerto Rico 
rate is 20 cents a ton-mile. Puerto Rico to Miami is 81% cents a mile. 

Senator Monronry. Twenty on the other? 

Mr. Hewrrr. Excuse me, sir? 

Senator Monroney. Did you say 20 on the other? 

Mr. Hewirr. Yes, 20 to San Juan from Miami, and reverse, San 
Juan to Miami is 81% cents. 

Senator Monroney. The products of the needlework trades, and 
other industries in Puerto Rico, how do they move out of Puerto 
Rico, by surface ? 

Mr. Hewirr. I understand the majority of it moves by boat; yes, 
cir. 

Senator Monroney. Is that because the rates are so much lower? 
This is lightweight, high-cost goods that they manufacture. 

Mr. Hewirr. Yes, sir. 

Senator Monroney. I mean it is not raw materials or minerals, or 
things of that kind. 
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Mr. Hewirr. That is true. Nevertheless, the rates are still such 
that. by boat I think it is 4 or 5 days, they can afford that time. I 
think, frankly, the biggest area in this business that has not really 
been covered is the marketing area. I think some day we have to get 
the U.S. businessman to understand that it is not just a rate proposi- 
tion, but it is an effect upon his investment of doing business. 

I was told by a large company that audits some of the major com- 
panies, and our own, they were asked to do a study on a midwestern 
company that had a $100 million in inventory. So they investigated 
the various means by which they could put in the new data processing 
and where different warehousing could be used, and handling of the 
materials, and so forth. 

He found out, frankly, $16 million of the $100 million was con- 
stantly in transit from their plants to the customers. He said this is 
pretty simple. The intransit time is 14 to 16 days. He says, “Ship 
it by air. It takes you 2 or 3 days, and you will save $9 million.” 

So it is really a point we have to sell to the industry and to the mil- 
itary that the intransit time of the materials which have a tremendous 
investment, that the reduction of this investment is more of a sav- 
ings than the present rates or tariffs. If we can sell this point, maybe 
we can develop this industry to the point where we are sure we can 
afford these big airplanes. 

Senator Monroney. On your 814-cent rate from Puerto Rico to 
Miami, does most of that traffic move then on beyond Miami by sur- 
face to New York, or to Chicago? 

Mr. Hewirr. It would move into the Midwest. We have tried the 
New York-San Juan direct, and we do do it at certain seasons of the 
year, but on occasions we find out that because of the imbalance we can 
carry that to Miami and then take it on the Miami-to-New York run. 

The rates now from Miami for example, to Idlewild is 19 cents. 
Miami to Atlanta is 14 cents. Miami to Detroit is about 21 cents. 
Miami-Orlando is 58 cents. There is a lot of work that has to be 
done, actually, in this overall study of rates. 

Senator Monronry. How is the balance of your traffic, Miami-New 
York, or Miami-Chicago, or Chicago-Miami, and New York-Miami; 
is it balanced off pretty well, or do you have an imbalance with heavier 
load southbound than you have northbound ? 

Mr. Hewrrr. Decidedly out of the North to the South it runs as an 
average around 90-odd percent South, and back about 55 percent. We 
have an average of about 75 percent throughout our entire system, 
which incidentally, compared to the domestic trunks, the domestic 
trunks run around 54-percent average on their entire system. We are 
running 75. 

Senator Monroney. Do you carry any perishable vegetables and 
fruits northbound ? 

Mr. Hewirr. Yes, sir; we do. There, again, comes up the problem 
in the industry, where perishable, like in Florida this year, they had 
extreme freezes in Florida this year. This has an effect on the north- 
bound loads. 

Senator Monroney. What I meant was, with your 1814-cent rate, 
will that permit you to move fresh vegetables and frozen fruit juice, 
and things of that kind, which is a very heavy movement, I think by 
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sea. I have seen tankers shipping fruit juice. I just wonder if you 
are able to get into any of that traffic. 

Mr. Hewirr. We haven't to date, particularly. Flowers are still 
moving considerably from Florida. It depends upon what the prod- 
uce market prices are. If they are exceptionally high and variable, 
they will ship by air quickly. 

Senator Monroney. Would a 10-cent per ton-mile cost northbound, 
in a modern cargo plane, bring about the movement of greater perish- 
ables northbound ? 

Mr. Hewrrt. I really can’t say. I don’t know. I think this is, again, 
like when you try to decide what type of airplane to build. We have 
really got to know our customers and we have to know this in detail. I 
know that some of the manufacturers that have said they had airplanes 
that would make us money, including any that are properly offered 
today. 

It is very simple, I say, “Well, prove it.” 

I don’t mean prove it in taking an ATA formula for calculating 
airplanes, but you tell me who I go to talk to that would give me this 
traffic at these rates. Nobody has produced such an answer yet. 

We have done this. Since I have been in there, we are fortunate 
to have a very excellent IBM machine accountant. We have gone 
back and are in the process of studying—we have taken every credit 
account we had—we have broken those accounts down as to com- 
modity groups, as to the.amount of business they give, classified this 
group, and we are going to have a sales meeting of all our people in the 
next 2 weeks, and we are coming out with a new approach in many re- 
spects to this cargo business to see whether we can get into certain 
markets that we have not been in before. We are also studying a par- 
ticular charter cargo operation wherein you are presently probably 
aware of Logair, for example, where a person goes in and bids on 
Logair to move specific routes as designated by the Government in this 
case. Well, we think maybe we might be able to go into major com- 
panies and let them designate their contracts, and we can fly even the 
C46 at a reasonable 12,000- or 16,000-pound load, on their own private 
system. There are many different ways I think you have to develop 
this cargo business. 

Senator Monroney. Have you been given a significant amount of 
first-class mail to move by air toand from Puerto Rico? 

Mr. Hewirr. It is improving now in the last 2 or 3 months. We, 
for example—and this is another thing that I am glad you brought 
up—in 1959 we did $5,470,000 worth of business. We can carry 
airmail, first-class airmail. We carried $34,000 last year. 

Now, talk about the cargo carrier: The passenger carrier secures his 
airplane, frankly, because of speed. They have a rule that says that 
if an airplane takes off within 59 minutes and arrives within 59 min- 
utes, then that particular airplane, or airline, have competitive sched- 
ules. If they carry out 400 pounds of mail, and you are on that 
competitive schedule and there are only four carriers, each of you get 
100 pounds. This is true with air express. 

Now, if you are going to get an economical cargo airplane, there are 
a lot of considerations other than speed. So it is possible that an 


economical cargo airplane cannot get airmail in opposition to the 
passenger speed. 
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Senator Monroney. This is airmail you are talking about. This is 
the premium rate, it goes at 39 or 40 cents a pound. 

Mr. Hewrrr. That is right. 

Senator Monroney. I am talking about the movement of first-class 
mail which we have been pushing the Post Office to use, particularly 
to a greater extent, to places like Puerto Rico, Hawaii, and Alaska, 
where we feel all first-class mail should move by air, and not at the 
highly expedited rate for which we pay extra for airmail, but on the 
service not quite as fast, but far more speedy than surface at a rate 
comparable to aircargo rate, 

Mr. Hewrrr. Senator, last year we received $2,518.15 from that type 
of mail. 

Senator Monroney. That is likely, but they are just getting into 
gear. 

Mr. Hewirr. In December, when the Board came out, we were the 
only carrier that would accept the proposal made by the Post Office to 
the CAB. We, as soon as we found out they would move mail in 
nonpriority space on an available basis, we contacted each of our 
stations, each of our stations contacted each local post office, and 
frankly we got $796 in December, on the basis of that December push 
for this type s mail. 

Now, they are in extensive hearing to decide what it should be. 
That mail moves somewhere around 19 cents a ton-mile for us. Our 
average take is 20 cents a ton-mile. We would take just as much as 
they would give us and be delighted. We don’t have to sell it. But 
the domestic trucks are again up > there arguing on what the rate should 
be, whether it is 30 or 35, and so forth. ‘Now, they may come down to 
this rate. I don’t blamethem. They get airmai , as you said, 38, 39, 
and 40 cents aton-mile. If they can keep it at that rate, that is good. 
But this is just more evidence to me, they can’t get down to this 20 cents 
a ton-mile business, and they don’t want to. 

Senator Monroney. They have been carrying it for about 20 cents 
on the experimental. 

Mr. Hewirt. That is true, but why are they now objecting to more 
of it? 

Senator Monroney. That is what the committee would like to know, 
if they are glad, willing, and ready to carry it at 20 cents on the ex- 
perimental basis, they were running the experimental basis to see 
about putting more first-class mail in the air; once the Post Office 
decides to put it in the air then they sit back and scream for a higher 
rate. It does not sit very well with those who are conscious of Gov- 
ernment costs and the best available rate. 

Mr. Hewirr. That is right. 

Senator Monroney. We can’t quite understand why all these de- 
laying tactics are going on on a very simple order. It wasn’t a long 
processed hearing that ‘they put in, as many rate hearings are, it was 
a show-cause order why they should not continue to carry it generally 
at the rate they agreed to carry it on the experimental basis. This is 
on a space-available basis anyway. 

It would be filling space that otherwise would not be used or would 
not be producing revenue. 

Mr. Hewrrr. I think it goes back to the heart of the problem, that 
the domestic trunks’ costs—I wiil read it to you. “This 20 cents a ton- 
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mile basis”—now, the domestic trunk lines’ average cost for an avail- 
able ton-mile was 27 cents, so you can see obviously they can’t get ex- 
cited about moving something at 20 cents a ton-mile. 

Senator Monroney. Some of them are quoting rates for various 
hauls lower than that, long-haul rates. Some of it runs down as low 
as 23 cents. I think there is a transatlantic rate of 18 cents a ton-mile, 
filed by Seaboard & Western. 

Mr. Hewirr. Yes. They arean all-cargo carrier. 

Senator Monroney. Sir? 

Mr. Hewirr. They are an all-cargo carrier too. 

Senator Monroney. Then why should not the CAB, if there is re- 
sistance on the part of the passenger scheduled lines to carry the mail, 
where the cargo is available to be moved, and the Post Office wishes to 
move it, and the rate is satisfactory, why should they not go ahead 
and put it on the lines that are willing to take it at that rate? 

Mr. Hewrrr. We agree with you. We can’t understand it, either. 
We will offey as much as they want at 20 cents a ton-mile, we would 
be delighted to take it. 

Senator Monroney. This would shorten mail distance by 5 or 6 
days, in a surface movement from Puerto Rico to New York? 

Mr. Hewrrr. Li imagine it would, sir. 

Senator Monroney. There is a rather high volume, I presume, of 
parcel post and other items moving by surface? 

Mr. Hewirr. You might be interested in some of the breakdowns. 
You have got air parcel post. That runs around 70 to 80 cents a ton- 
mile. Air ¢ express runs around 70 to 80 cents a ton-mile. Air express 
is an agreement between railroads and airlines. They split it. They 
sach get 40 cents, or thereabouts. 

We are moving every day airfreight at 20 cents a ton-mile, and the 
thing is that I don’t believe the domestic trunks from an economic point 
of view can get down to the cost that it takes to run aircargo. 

Senator MonroNby. Lf they don’t want to get down to it, they don’t 
have to, that is the point 1 am mi aking. We don’t then try to make 
them take the load. They have plenty of passengers running in 
tourist flights every hour on the hour from Puerto Rico. If they are 
too busy, or their costs are too high, and consider it a more mundane 
carriage of freight or first-class mail, then shouldn’t someone that is 
ready, willing, and able to give that service at a compensable rate be 
given the service / 

You wouldn't be ce: ary ing it unless it was compensable, would you ? 

Mr. Hewrrr. That is right. Our principal problem in Riddle to- 
day is to increase our revenue. We have our costs so we can afford 
20 cents a mile. If we can get the revenues we can develop the air- 
cargo business more rapidly ‘than it has been done before, and we 
make money. 

Now, as this develops, then it is like the DC-6A. 
York and Miami we presently fly DC-4’s. That lifts about 20.000 
pounds. We also use C-46’s. That is about 14,000 pounds. We 
bri ing in the DC-6A, in that market, and develop that market nonstop 
from New York to Miami. It will carry 30,000 pounds. As soon as 
that airplane—in the meantime we will move our 4’s into the Midwest, 
and we will build it up so they can go up to a 20,000-pound load. Then 
we are looking for an airplane that can come into the DC-6A market, 
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which can operate at less cost and carry bigger loads, as that market 
develops, maybe fifty, sixty, seventy thousand pounds in that market, 
then we will move the 6A‘s in the Midwest and develop the Midwest. 

It is a stage development. 

Senator Monroney. If the Post Office was willing to put on the 

cargo carriers which you say are the ones who might need subsidy—if 
they were able to put on the cargo carriers first-class mail and perhaps 
other mail to make an economic load, on the space available basis, not 
the expedited, but at least the more speedy service, would you then 
say that it would require a subsidy before air cargo could get off the 
ground 

Mr. Hewirr. I would answer your question this way: Provided 
the domestic trunks do not move into this market and flood schedules 
with passenger airplanes and take a beating on it. If they don’t move 
in that market, we can make money out of the cargo business now 
without subsidy. 

Senator Monronry. You say they don’t want to move in now be- 

‘ause they can’t operate much below 28 or 29 cents a ton-mile. 

Mr. Hewirr. But if they elect to lose money, they can move in. 

Senator Monroney. Sir? 

Mr. Hewirr. If they elect to lose money they can move in. 

Senator Monronry. Where would the people elect to lose money ? 
This goes against the nature of the beast. If they are not wishing 
to go after this 20 cents a ton-mile traffic, including a vast volume of 
mail ready, waiting, needing faster service, and you can carry it at 
that, would you not say that would help mater ially in eliminating this 
need for subsidies which you mentioned at the outset of your state- 
ment ¢ 

Mr. Hewirr. There is no question about it. 

Senator Monroney. So if Government transportation, “A,” either 
military, or “B,” first-class mail, is made available to the cargo car- 
riers on a rate lower than we can ship it otherwise, then does not 
this suffice for meeting the economic needs to begin to bring about 
the day of aircargo? It is the seedbed, in other “words, t to get this 
off the ground. 

Mr. Hewrrr. There is no question, the principal thing is to get 
more and more cargo in the air. 

Senator Monronry. Once you get it in the air, there is no need 
for subsidy, isn’t this the issue ? 

Mr. Hewirr. If the revenue increases faster than the number of 
airplanes to be put into that market, then you have no need for 
subsidy. 

Senator Monroney. But you testify, your figures show on your 
cost per ton-mile operations is much Jess—I think you show about 
half of what the certificated carriers can do it for, and the others 
show substantial reductions beneath that, then wouldn’t it follow 
economically people work in the field and concentrate in the fields 
where they can make money on their passenger service and on their 
other air mail services, where you can take another class of cargo, 


and another type of operation, and make money, providing the vol- 
ume is there on lifting cargo? 
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Mr. Hewirr. Well, maybe I can point it out this way. I think 
we are in agreement. Eastern Air Lines, for example, are going to 
propose five Constellations to operate in our markets beginning May 
15 and June 15. These five cargo airplanes—I haven't calculated this 
out—will probably have more available ton-miles than we now offer. 
Now, they will put these airplanes in there, and they can afford to 
split the revenues with us, let’s say, and they can afford to lose money 
for a period of time. Not only will they take away from the profits 
of their passenger business, but they are also cov ered and protected 
by the subsidy eligibility. 

I don’t know how long we could afford, if they wanted to start 
going in the game of losing money, to compete against them. All we 
ask is to have the same rates they do, which I think is a fair propo- 
sition. 

Senator Monroney. I doubt if the CAB would permit losses in- 
curred in cargo to be subsidized, however, even though it were in a 
mixed passenger service. I think they would be derelict in their 
duty if they did not require the lines to isolate and segregate the 
costs applicable to the passenger service, and then take w hatever loss 
is chargeable to cargo as a direct unsubsidized loss. 

Mr. Hewirr. I don’t think they spht it off now. They don’t cal- 
culate it that way. 

Senator Monroney. Perhaps we better check up on that. 

Senator Schoeppel. 

Senator Scuorrre.. I get this general purport from your state- 
ment: that you in the air cargo field, exclusively, feel you are entitled 
to the same subsidy as the combination carrier of freight and pas- 
sengers gets‘ 

Mr. Hewrrr. That is right. 

Senator Scuorrprn. Do you think that is the only way you could 
survive at this stage of the game / 

Mr. Hewirr. It would be the only way to survive if everybody got 
into the cargo business before it properly developed in revenues. We 

can flood this market, and the cargo revenue th: at is now available in 
the commercial market is something of a slow progress of development. 

I say if we had an organized dev elopment of it, we know our costs 
are substantially less than the domestic trunks and we could afford 
it. If they want to come in and flood this market, just like right now 
they are flooding this passenger market with too many passenger seats, 
and they are going to lose a lot of money this year. ‘They could come 
in to us and flood this cargo market. 


Senator Scuorrren. How well has your business developed when 
you cut rates? 

Mr. Hewirr. Well, remember this, the passenger fare rates, you 
have to go through a lot of extensive hearings to radically change it, 
but all we have to do in the freight business is to file, and 30 ‘days 
later we can change a rate. 

As I just quoted to you, there are a lot of different rates on these 
different segments. I don’t really know why they are there today, 
but they can be changed in 30 days by just filing a rate. If a person 
wants to come in there and claim he can get more traffic and auto- 


matically drops the rate, below a minimum, he could make it tough 
for anybody. 








384 LOANS TO CERTAIN AIR CARRIERS 


Senator Scuorrret. Mr. Hewitt, prior to this hearing I checked 
some of the transcripts of these proceedings and tried to familiarize 
myself in a general way. It is hard to keep track of all of the things 
we have to do up here, but I know you testified in the Domestic Cargo 
Mail Service Case, docket 10067. 

I think you stated there that if guaranteed loan legislation is passed, 
you probably would take advantage of its terms, ‘but obv iously the 
support of subsidy would make financing easier. I would like to 
have you elaborate on this statement, 

But even without subsidy or guaranteed loan legislation, we will be able to 
acquire any aircraft. 

I rather gathered from your statement this morning you were not 
in position “to do that, unless you had some assurances on subsidy 
together with this guaranteed loan. 

Now, maybe I have misconstrued. I don’t want to take anything 
out of ‘ainhiad. but I do remember certain phases of this as it related 
to the air cargo guaranteed loan provisions. 

Mr. Hewrrr. I remember that particular statement, Senator, and 
like in the proposition right now, of the type of equipment : We will 
vet 80 to 90 percent financing without difficulty. 

Senator Scuorrren. I didn’t get that. 

Mr. Hewirtr. We will get t 80 to 90 percent financing for aircraft 
right now, without any difficulty, even in our present financial status. 
Now, the terms under which we will secure that financing may not be 
as favorable as we would like them to be. 

Senator ScHorerren. Yes. 

Mr. Hewrrr. So what the purpose of the guaranteed loan is, when 
you start moving out and—like take the CL—44, what does that cost, 
$5 million for that airplane? 

Senator Scuorrret. Approximately. 

Mr. Hewirr. Somewhere in that range. If you start getting a sub- 
stantial number of these airplanes, say $25 or $30 million worth, based 
on our present equity, we could not Shins that, but what our require- 
ments at the time that statement was made, immediate requirements 
in regard to the Argosy or DC-6A, we are talking about, we can fi- 
nance that now. 

Senator Scuorrren. When you made mention of the fact a moment 
ago that you probably could go out and purchase these planes, I think 
you also made some statement to the effect that your company was 
able to finance up to probably $10 million for new type of equipment 
if you felt so disposed. 

Now, is that situation prevailing today ? 

Mr. Hewirr. What they are talking about there is the British fi- 
nancing, the French financing. Take a . $10 million purchase, they will 
put up § $8 to $9 million in financing, the British and the French will, 
which means you have to put up $1 million or $1,200,000 as your por- 
tion of it. That is available to us now. 

Senator Scnorrret. In answer to a question of the chairman here 
a while ago, the British-type plane, the Argosy, is it not—— 

Mr. Hewirr. Yes, sir. 

Senator Scuorrret. On that plane you My discussing, avail- 
ability around a little over $1 million for you. I don’t know whether 
that comes equipped as your requirement would be with reference 
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to airfreight cargo, but that has a limited mileage factor that you 
say would be detrimental to your ultimate ability to capitalize on 
that kind of a market. 

You would have to have a longer range ship for that 

Mr. Hewrrr. That is right. 

Senator ScuoeppPe.. That would preclude you considering that type 
because it has a limited range; is that right ¢ 

Mr. Hewirr. That is right. 

Senator Scuorrret. Now, would the Argosy be more suitable to 
Riddle’s real needs when you balance them out, rather than a $4 million, 
$5 million, or say $6 million unit ¢ 

Mr. Hewirr. Presently there is no question about that it would. 
The CL-+44 lifts 70,000 pounds. But we cannot stretch a market that 
is now only lifting from 12,000 to 20,000 pounds immediately to 70,000 
pounds. We have to make the market grow. So we are going to have 
to go into these respective markets and go in and offer 30,000 pounds. 
Then we h: ave to know the market better and see if we can’t lift it up 
to a bigger airplane, 70,000 pounds. 

Senator ScHoEpPEL. Mr. Hewitt, looking at this thing fairly, 
though, the combination carrier, as against the specialized freight car- 
rier, has developed this market and the potentials of the market. The 
oh on carrier with the passenger and the freight, or the air 
express, or whatever you want to label it, has broken a lot of ground 
and Sales given the basic approach to a lot of this new development. 
You would not say now that the subsidies, or whatever you want to 

call them, should be limited to the passenger field on those combina- 
tion carriers, and to the strictly cargo carrier; would you? 

Don’t you think this committee and the proper authorities of Gov- 
ernment have to give due consideration to the combination which can 
give the ultimate to the greatest number over the longest period of 
time ¢ 

Mr. Hewrrr. There is no question about it. 

Senator Scuorpret. In other words, you are not taking the position 
that. we should exclude the combined passenger-carrying and cargo- 
carrying type in favor of the strictly freight carrier type ¢ 

Mr. Hew irr. I think the development has been primarily of the 
subsidy in the development of the market primarily for passengers. 
I think really now we ought to study the cargo market and find out 
what do we have to offer in various aspects to develop the cargo to its 
maximum. 

Senator ScnorerreLt. What you fellows are interested in, though, 
is ultimately, that what comes off the design board, from a practical 

manufacturing standpoint, is a craft that will adapt itself to the 
freight- as ossibilities? 

Mr. Hewirr. That is right. 

Senator aon pPEL. Whether it is the short range or the long range 
or the super long range which the Government may need to meet the 
military standar ds and requirements. 

Mr. Hewrrr. Yes. 

Senator Scnorpret. Don’t you think it would be easier, would be 
better, would be cheaper, if the Government went into, say designing 
costs, and all those initial costs, and established the type of a plane 
for X million dollars, let’s say, and then said, “Here is the plane 
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that the Government has put so much money into. Here, you fellows 
are in the passenger business or the cargo business now, here is what 
the Government has done for you. You take it from there and finance 
it and move on out.’ 

Don’t you think that is a practical approach we ought to consider 
too? 

Mr. Hewrrrt. I think if we take all the brains in the Government, 
in the military, and in the commercial fields, and thoroughly study 
this thing, we will come up with a right answer. It is a joint effort. 

Senator ScHorrveL. The reason we haven’t come up with a cargo- 
type plane is that there hasn’t been a demand for it yet. 

Mr. Hewrrr. That is right. 

Senator Scuorrre,. The manufacturer isn’t going to build these 
lanes and spend millions of dollars unless he can get his money 
ack; the stockholders and board of directors won't let him do that, 

any more than your board of directors possibly would let you do it. 
Don’t you think we should have some kind of an approach ¢ 

Mr. Hewrrr. That is why I recommended we have a committee to 
study all the aspects of this business. The military knows its end the 
best, the FAA knows what its problems are, but I think in the com- 
mercial cargo field that we need to take recognition of the combina- 
tion carriers and our carriers such as ourself. We need to take people 
who are devoting their life to studying these markets and make sure 
that we do not spend money that comes out with the wrong air _ 
when it is all said and done, or the wrong airplanes, because it i 
going to take a lot of different designs. 

Senator ScHorpre,. You do not subscribe to the belief, do you, that 
the Government should go out and take risks for any body who wants 
to go into the cargo business in a competitive market ? 

Mr. Hewrrr. W ell, Senator 

Senator ScHorrret. We are going to get into a position where a 
lot of people are going to ask why, and how, and under what. condi- 
tions, and that brings me to this proposition : 

You do not figure it ought to be on a 75:25 percent basis, you think 
it ought to be a 90:10 per cent basis? 

Mr. Hewrrr. The big reason about that is when you check into the 
working capital that would be required, other than the airplane— 
forget the airplane—there is a lot of money that has to be spent in 
not. capital investments, but being in a position to spend money to 
develop markets, to maintain and operate these aircraft, and various 
other aspects. This will call for a lot of equity financing in its own 
right. 

All I am saying is, we have to be careful that the capital investment 
in aircraft, or related type cargo-lift equipment, as you call it, that 
that is one part of our financial problem, but the working capital 
problem is or may be a greater problem, and we have to do that with 
our thinking. 

Senator Scuorpre.. Those are all the questions. 

Senator Monroney. Thank you very much for your very helpful 
testimony and discussion of this problem, Mr. Hewitt. 

The committee will stand in recess until 2 o’clock this afternoon. 
You may be excused to return to getting more freight on the line. 

Mr. Hewrrr. Thank you very much. 








we 


ww 


LOANS TO CERTAIN AIR CARRIERS 387 


Senator Monronry. May I say that Dr. Stanley Brewer, one of the 
foremost authorities in the country, from the University of W ashing- 
ton, at Seattle, will testify this afternoon on the economics of air- 
cargo. 

(Whereupon, a 11:58 a.m., the subcommittee recessed until 2 p.m.) 


AFTERNOON SESSION 


Senator Monroney. The subcommittee will resume its hearings. 

We are honored today to have Dr. Stanley Brewer, University of 
Washington, Seattle, Wash., a man who has perhaps devoted more 
time and study to the question of the economics of aircargo than 
any other economist. 

We are grateful to you for coming all this distance, Dr. Brewer, 
to make it possible for this committee to be advised of your studies and 
the data that you have developed through the long years that you have 
been specializing i in this field. 

You might start, I think, by telling us the nature of the studies, the 
duration, ‘and the purposes that you have been working on relative 
to the economics of aircargo, and then you may proceed to tell us 
some of your findings and some of the data that you have arrived at. 

Dr. Brewer. T hank you, Senator Monroney. Iam very honored to 
be here, and I hope my testimoney will prove to be of some value to 
you and other members of the committee. 


STATEMENT OF DR. STANLEY BREWER, UNIVERSITY OF 
WASHINGTON 


Dr. Brewer. When I was invited by the Senator to make an appear- 
ance here, I suffered the dilemma of knowing that I should prepare 

a statement of some kind, but we have been at this business of ‘argo 
seuananl for some years now, and it proved the most onerous task to try 
to develop something concise enough that would boil down all the find- 
ings of the past several years, so 1 thought perhaps what we might do 
would be to refer to some of the studies we have done over a period of 
time, and perhaps after we have explained some of these things we 
can then get into a question-and-answer period and hope to develop 
some of the things more fully that we have found. 

About 4 years ago I was asked to give a paper before the Institute 
for the Aeronautical Sciences on the aircargo industry. Prior to 
that time I had worked very intensively with shipper groups on the 
problems of movement by various modes of transportation. I had 
worked with the trucking industry, a great deal on their problems. 
I had worked with the railroad people and the steamship people. I 
worked with the airline people on passenger problems, but I confess I 
knew little about the freight business as it applied to what we now 
refer to as a cargo industry. 

So my first effort was, of necessity, one of getting hold of a lot of 
background on the aircargo industry, and this we set about doing 
by some very intensive research efforts lasting several months, where 
we went into all the facets of the background of the airecargo indus- 
try, all the things people had suffered who saw a great future for this 
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industry, and we were able from this to get some idea why this in- 
dustry had not progressed. 

This paper was presented in Seattle in, I think March of 1957. It 
is called “Vision Air Cargo.” It has been very widely quoted by the 

trade press. In this public ation we made no forecasts, but we just 
ea we thought there was a great future ahead for the airc argo 
industry, but there were some difficulties that still had to be overe ome, 
and that. primarily those difficulties had to do with the development of 
a suitable type of cargo-carrying vehicle. 

Subsequent to the presentation of the “Vision” paper, we were de- 
veloping contractual relationship with the Boeing Airplane Co., in 
which they said “If you think there is a future in the aircargo in- 
dustry, why don’t you do an effective analysis of the domestic cargo 
picture?” 

So we geared-up the staff of people who knew something about the 

freight business, and started a very intensive analysis of movement 
pattern by various modes of transportation. We started intensive— 
a more intensive analysis of the economics of the airplane that had 
been used in the cargo business, and we projected these things that 
they had, and came up with a forecast for 1962, and out into 1965. 
This paper was first published, or released, in September of 1957. 

It is called “Cargo the Next 10 Years,” and it is essentially an 
analysis of domestic freight transportation. 

We went through movement. patterns of all the various modes of 
transportation, the trucks, forwarders, the express companies, the 
railroads, and found out what we considered to be the potential for 
the right kind of a cargo-carrying vehicle. Then we were able to, by 
this time, get some idea of the economics of the new jet airplanes and 
what this vehicle would look like in a cargo-carrying configuration. 

This doesn’t mean that we were getting into engineering designs. 
We were merely getting some “feel” for the jet airplane as a cargo- 
carrying vehicle and the economics of that airplane, so that we were 
able to look ahead a few years to get some idea of whether the cargo 
operators of the future were going to be able to reduce their rates and 
possibly come into some of this traffic that we saw as a potential for 
the airplane. 

After we had finished this study, we then were engaged to do a 
confidential analysis of the U.S. international picture. This we set 
about doing. 

In all of our studies we have separated U.S. domestic from U.S. in- 
ternational, because we feel the problems are quite different in each 
of these trades. 

We then went about a year-long study with substantial staff once 
again, and with a lot of cooperation from good people who were able 
to supply us with information and data, a good many trips around 
the country where we were able to talk to people who were in the 
business, excellent cooperation from the Government agencies who had 
information to give us, we did a thorough analysis of all the move- 
ments in and out of the United States, and came up with what we 
considered to be our best informed judgment of what would happen 
in the cargo industry in the next 10 years, as far as the U.S. interna- 
tional trade is concerned. 
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This publication came out as “U.S. International Air Cargo Future,’ 
and this study was released in September of 1958, I believe. Yes; 
that is correct. We originally submitted it early in 1958, but it was 
withheld from publication for several months thereafter. 

These studies were widely distributed, very widely quoted, and 
there was some criticism of the studies because people thought they 
were overly optimistic, but we think that it is the first time that any- 
one could approach the problem of doing a forecast of aircargo by 
tracking and tracing surface movements and trying to determine the 
degree which cargo carriers might penetrate this market. 

As time went on, and as the c ‘argo business continued to grow in a 
very healthy manner, the study seemed to gain far more respectability, 
because the industry was attaining some of the things that we had 
predicted that they would attain. 

I might say here we are now in 1960. Our first reference mark in 
the original study is 1962, and it looks like we are going to be pretty 
much on the target, insofar as the growth we predicted is concerned. 

Early in 1959 we were retained by Stanford Research Institute. 
Stanford Research Institute, as you perhaps are aware, is one of the 
largest research organizations in the country, located in Menlo Park, 
Calif. Stanford Research Institute had w hat they call a long-range 
planning report service, which is a subscription service, whereby they 
look into the future and in a great many industries to see what might 
possibly happen in those industries in the next 5 years, 10 years, or 
perhaps 15 years. 

They asked us to do an analysis of the aircargo industry, and to 
forecast out to 1975 what we thought might happen. We could see 
some very interesting developments in the future of the aircargo 
industry by looking out beyond 1965, and so we came up with a fore- 

vast, both for the U.S. domestic and for U.S. international operations 
out to 1975 in this publication called Air Cargo, which has never 
been released publicly, but which is well known among people who 
are acquainted with aircargo industry. 

Senator Monronry. It says 1965 on it, is that correct ? 

Dr. Brewer. This has the forecasts we made in the previous reports 
for 1965 in it. All we did was to fold those forecasts in here, and then 
go out an additional 10 years. 

Senator Monroney. To 19754 

Dr. Brewer. 1975; yes, sir. 

Senator eimniant In other words, that deals with 1965 to 1975? 

Dr. Brewer. Yes, sir; that is correct. 

{arly last fall I was asked to present another paper to the Institute 
for the Aeronautical Sciences in San Francisco on the aircargo indus- 
try. At that particular time we thought the best thing we might be 
able to do by way of making some contribution was to do an analysis 
of what we considered to be the immediate future of the aire: argo 
industry. We see many, many problems that have to be overcome 
within the next few years in the transition period from piston-engine 
airplane to turbodriven airplane, to the development of an airplane 
which is designed particularly for carrying cargo. 

We see not so rapid a buildup of tonnage, which would cause addi- 
tional problems, and we did what we call an essential analysis of these 
problems within the next few years. 
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We called this particular study “Air Cargo—The Great Break- 
through.” Many people have asked me why IT picked this particular 
title, and I suppose it is because when we come out of Seattle in an 
airplane we almost come out in an overcast condition. When we get 
up a few thousand feet we begin to see where we are going. We call 
this the breakthrough. We think it may be 1964-65 before the air- 

cargo industry can see where it is going. So we thought of this period 
as being the big breakthrough period. 

Senator Scnorpren. Mr. C hairman, I would like to ask the doctor a 
question there. 

Do your studies indicate or show, or have you made any analysis 
of the impact. on the airfreight cargo and your prognostications and 
recommendations on the other modes of transportation ? 

Dr. Brewer. Yes, sir; we did that in the Stanford Research Report. 
One additional study that I would like to mention at this time, that 
may very well come to the committee’s attention, and so therefore I 
think we should describe it at this moment. This study was just 
released this last week. We have no reaction to it as yet. There may 
be some reaction to it. 

This study is called “The Cargo Jet in Military Air Transporta- 
tion.” The purpose of this study was to do an economic evaluation 
of the various airplanes that are now in the military air transport fleet, 
and to campare the economics of the airplanes that are in this MAT S 
fleet. at the present time with a cargo jet-type airplane. 

This study, again, was sponsored by a manufacturer, but we feel in 
all these studies we have signed arms-length contracts with them, and 
have insisted that we would be able to publish whatever we came up 
with, and that the studies were going to be completely objective or 
we would not take on the obligation. 

This latter study is also available in summary report form. All 
we have done here is to boil down the essence of the larger more 
voluminous statistical study into a readable fashion that has some 
well-meaning charts and graphs in it. I think this could be of 
interest to people who are looking at the economics of the airplane. 

So throughout all these studies we have two essential elements: 
One is to track and trace the present movement by surface transporta- 
tion, take a look at the rates at which these items move, conditions 
under which they move, the costs of surface carriers, to look ahead a 
little bit into the future, and there are many ways that we can do that. 
I think you gentlemen are all aware that the science of forecasting is 
improving somewhat all the time, although we still have some difficulty 
with our ‘crystal balls. We are able to do with the big computers 
things that we just haven’t been able to do in the past. by way of 
economical analysis. 

In all these studies we have fed into very gigantic computers sub- 
stantial amounts of data in order to arrive at something resembling a 
sound economic analysis. We have tied those to various forecasts of 
growth in the economic cycle, with a correlation analysis, and in so 
doing we feel that our forec: asts of the future are reasonably accurate 
insofar as some of the things that could happen and might happen. 

It is not possible for us to forecast all the contingencies, but this 

has been our approach to it. We have also been in the fortunate posi- 
tion to look over the shoulders of the design people in the aircraft 
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manufacturing industry to get some sort of an idea of the technological 
breakthroughs that are coming to the industry, and the extent to 
which these people are going to be able to manufacture hardware that 
‘apitalizes on these technological breakthroughs. So this has been 
our approach. 

Let me say that I have not done all these things myself. I have 
spent a vast majority of my time, the last 314 to 4 years on this project, 
but we have had staffs up to 25 people doing this thing with us during 
the past year. 

We have engaged in another study which has not been released as 
yet, but we do have it in draft form, and we hope that it will be re- 
leased within the next few months. This has been essentially an 
analysis of total world movement between foreign countries, between 
the United States and those foreign countries. We were able to do 
this through magnificent cooperation of the people at the United Na- 
tions headquarters in New York, who provided us a basic deck of 
trade movement cards which we were as to put through our com- 
puters, to give us some idea of the magnitude of this task we had to 
analyze some final analysis over three-quarters of a million card units 
in order to get the data, and in order to get some sort of an idea of 
what we consider to be worldwide potential for aircargo in the next 
few years. 

That concludes the statement of the reports, and I would be de- 
lighted to answer any questions. 

Senator Monroney. Could I suggest, if the other committee mem- 
bers are willing, that the various elements you describe in these studies, 
for example, I think one of the first—the second study I believe was 
the current problem of the cargo carriers. 

Dr. Brewer. Yes, sir. 

Senator Monroney. Could you brief that out for the committee so 
we would have present condition of the industry, and then perhaps 
from that we could go to the cargo movements that are now being made 
in your forecast of ‘what parts of that might be subject to shari ing at 
least a part of that carriage through aircargo? 

Dr. Brewer. Yes, sir. 

Senator Monroney. Or if you have any way you would rather 
proceed—I was merely suggesting this might be the way to get the 
issue focused. 

Dr. Brewer. Let me say, in my opinion there has been very little 
interest in the common carriage of freight by air in the immediate 
past. 

Now, this arises from the economics of the airlift. The freight is 
the least operable thing that anyone has had around to carry. A 
strange sort of pr iority system has developed, and this priority sys- 
tem revolves around the utilization of the aircraft to the best eco- 
nomic advantage. Airplanes have been in short supply. It has been 
much more profitable to haul passengers, mail, express, items of that 

nature, than it has been to haul freight. 

There have been offhand situations when the few airplanes that 
might have been surplus to the needs of the common carriage sched- 
uled fleet, which have been in substantial demand in various airlift 
situations throughout the world, and the Korean situation, the Hun- 
garian airlift, there have been all kinds of demands for aircraft. 
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As a result, whenever the demand is high for airplanes in airlift 
situations, they are oftentimes withdrawn from airfreight schedules, 
in the United States, and put in airlift operations. 

Cargo operators have engaged extensively in airlift operations, and 
in contract operations with the military, which I assume are more 
profitable than to engage in the common carriage of freight. 

As a result, the shipping public has not been at all satisfied with 
the airfreight industry. I talked to any number of shippers, or poten- 
tial users of airfreight, who have said over and over again, “We are 
afraid to use the airplane. We would like to use it more extensively, 
but we know that every time we come to depend on this as a mode of 
transportation our freight is going to be off-loaded somewhere : along 
the line because there is more profitable freight that comes along.” 

You can hardly blame the operators for this, as freight carriage 
has not been profitable. The gentleman testified this morning as to 
the losses his company had sustained over a period of time, and this 
has been characteristic of every operator, particularly in the freight 
business. 

I think eapacity will not be a problem in the immediate future. 
There are al] kinds of airplanes that are now available, and this has 
not been the case since the end of World War II. We have a huge 
jet fleet coming into operation, more efficient than the piston air planes, 
as people are well aware who have ridden it. We find there is a vast 
surplus of piston-engine airplanes, and the operators are looking for 
some way to utilize those piston engine airplanes. 

So my feeling is—and I think that you only have to check with 
what is going on to glean this—that capacity for airfreight carriage 
is going ‘to build up very rapidly, and as capacity builds up you are 
going to see some very intense competition in the airfreight business 
within the next few years. 

Does that answer your question, Senator? 

Senator Monroney. Yes, sir. 

Going from there to the study of cargo, what percent of the domestic 
and international cargo originating in the United States do you feel 
the airlines and the aircargo carriers are today carrying? 

Dr. Brewer. Well, in the domestic market the aircargo carriers 
haul about four-hundredths of 1 percent of the total intercity ton- 
miles. And internationally it is about one-third of that figure. My 
arithmetic isn’t fast enough to figure out what one-third of “four- seen 
dredths of 1 percent is. It is very small. 

Senator Monroney. In this study did you conclude that the great 
barrier is the lack of airframe capacity and cost per ton-mile to reach 
down to a point where the rate w ould be competitive Ww ith surface, or 
on such a small surcharge that the conveniences of air shipments 
would overcome certain rate premiums that would have to be charged ? 

Dr. Brewer. Let me say in my opinion the airplane, for the present, 
and the foreseeable future, could not possibly compete on a cost basis 
with surface forms of transportation. There is no way for it to do so. 

However, the future of the cargo industry lies in its becoming more 
competitive with surface forms of transportation, and the adoption 
of new methods and new philosophies in distribution of costing on 
the part of industry of the United States, as the airplanes become 
more competitive with surface transportation, as you have so aptly 
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put it, there is a much smaller difference in cost that has to be over- 
come, and then these other advantages of the speed of transport come 
in, and this is the way the industry is going to grow, and it will grow 
very rapidly. 

Senator Monroney. In other words, the lesser the premium that 
has to be charged for aircargo, then the greater the volume that you 
open up, the greater the diversion of high-cost cargo, or perishable, 
or certain types of cargo move from surface to air; is that correct 

Dr. Brewer. That is correct. At the present rate, it is possibly 20 
cents per ton-mile. You compare those with transcontinental truck 
or rail of 3 to 4 cents a ton-mile, the disparity is too great. If the 

rates are reduced to 10 or 12 or 13 cents a ton-mile, then the disparity 
is not nearly as great, and the other advantages such as ability of na- 
tional distributors to eliminate warehouses, channels of distribution 
which are costly, cost inventory, and so forth, then that becomes 
the balancing portion in most of the development of cargo. 

Senator Moyroney. In the basic study, 1 believe number two that 
you mention, the cargo movements, could you outline broadly the areas 
in Which the possibility of penetration into surface movements might 
be expected to occur because of this factor of saving of time, inventory 
reductions, distribution costs being lowered, and other items of that 
kind? In other words, any specifics that you happen to have in mind 
as to the type or kinds of cargo. 

Dr. Brewer. There have been any number of studies that have 
been made on this particular subject. There is a wide range of dif- 
ferent kinds of things that seem to lend themselves to this concept. 

Let me say that I do not claim to be an expert on the concept, on 
the distribution of cost analysis. We have done quite a bit of work 
on it. We have projected into the next year a very substantial study 
on distribution cost analysis, and will at that time be looking at quite 
a number of companies throughout the country. The only thing that 
I can say is that there are well-documented cases of the computer 
manufacturers, such as IBM, and so igh using the airplane ex- 
tensively to move their machines, because 1 day means a lot to them. 

There has been a wallpaper manufacturer up in New England 
extending his market way out into the West because he can limit his 
channel of distribution. Quite a number of textile firms have used air 
extensively to extend their markets. Advertising people have used 
this as a medium. Movie projector people. There are just a great 

variety of different kinds of people who have gone into this concept 
and have developed what they call a planned emergency type of dis- 
tribution, whereby they plan on setting up a program for using the 
airplanes for distribution. The distances have to be substantial in 
order to effect a great saving. 

Senator Monroney. It goes largely to time and to value of cargo 
at the present, is that correct ? 

Dr. Brewer. We have tried very hard to pin these things down, and 
we find that we have been able to list as many as 85 or - 90 different 
factors which might push an item into the air. Value is certainly one 
of them. Perish: ability is one of them. There are any number of 
other things that might be in this picture. Obsolescence certainly is 
a: tremendous factor.. We think that wheri appliance and automobile 
parts people who are a large segment of our economy, start looking 
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at this thing from an obsolescence point of view and find out how 
many millions of dollars in parts, both appliances, automobiles, and 
so forth, that they have in parts warehouses and stores throughout 
the country, that eventually become obsolete and have to be thrown 
away, we think that they undoubtedly will take a very careful look 
at this concept and possibly go to central distribution type of thing, 
eliminating a lot of these channels where the items are just w: asted 
now, and where the public pays substantial prices for little parts that 
cost very little to manufacture, simply because only a fraction of them 
are used over the total life of the item. 

Senator Monroney. Did you have in your studies on the movements 
of cargo, any comparison between the crated weight that moves by 
surface? Oftentimes that has to be very heavily crated, to protect 
against breaking, and either light packaging or wr apping, or even 

carrying in cellophane packages, such things us oftentimes move by 
aire argo ¢ 

Dr. Brewer. We have taken a good look at it, and it is fraught 
with many problems. If the item is set up in export pack for sea 
movement, then you see there is potentially a very substantial savings. 
If, however, the item is moved regul: rly in domestic channels, you 
find that in many, many cases, most cases, it has to move part of the 
way by truck, and so has to be packaged to withstand the greatest 
amount of damage that might occur to it at any stage of the journey. 
So that it has to be fed into the airport and fed out by a truck, so it 
is going to have to be packaged substantially for that portion of the 
movement anyway. 

There is a very substantial amount of conversation about savings in 
packaging in airfreight movement, but it hasn’t been very well docu- 
mented as yet, nor have the savings in damage been very well docu- 
mented. We have gone to the air carriers and asked them to do this 
job for us, and because of the difference in lability between the air 

carrier and the surface carriers they are just unable to do a very satis- 
factory job of supporting the fact that they do less damage to mer- 
chandise than do the surface carriers. 

Senator Monroney. We had some testimony the other day that 
sending jet motors and various things of that kind, being bolted to 
skids and merely w rapped in cellophane or things to keep them dry 
and out of the dust, had proven a great saving over the shipping of 
jet motors, for ex: imple, in steel containers, such as norm: illy are used 
for surface movements. 

Dr. Brewer. Yes. I participated in that particular operation 
when it was originally set up, both the engines from England to Seattle, 
and the original lift of the jet engines ; from Hartford into Seattle. 

Now, in that particular instance, the can, the jet engine happened 
to be packed i in, was a reusable container, which had a very substantial 
amount of weight to it, and had to be moved one w ay empty, but there 
were very, very great savings, not only in the domestic movement, but 
in the international movement of this particular item. 

When you get into products of that nature, you do find it a very, 
very excellent case for this type of packaging. 

Senator Monroney. It would too great a difference, I guess, 
between commodities and the way they are packed where you could 
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get any rule of thumb, as a general estimate of the savings in the pack- 
aging as to weight. Would that be correct ? 

Dr. Brewer. It varies a great deal. We have run across cases 
where the savings was as much as 30 percent of the weight, but then 
it will go on down to where it is a very small fraction of the weight. 

Senator Monronry. But in most cases there are some savings? 

Dr. Brewer. In most cases, especially on international movement, 
where the traditional export package is used, then there is substantial 
savings. 

Senator Monroney. Do you have any relationship between econ- 
omies that will allow a shipment moving, for example, from Wichita, 
Kans., the Senator from the Kansas’ home State, to overseas, whereby 
the movement of perhaps one plane, or just an interchange between 
planes, that products could be landed at Frankfurt, or Chateau Rouge, 
or other places without the necessity of movement by rail to seaboard, 
transferrence from rail to ship, movement by ship to Le Havre, or to 
Hamburg, and then by rail on down? The difference in the cartage 
and handling and stevedoring that might take place / 

Dr. Brewer. Well, there is theoretically a very great advantage. 
We have tried to document this, but have been unable to do so for 
several reasons. 

In the first place, traditionally the export-import industry, the 
people who are engaged in this business, are located in the port cities, 
and they have a tendency to move their material in through what 
we might eall breakbulk operations. An importer in this country can 
be located in New York. He will bring material into New York, 
break it out of bulk there, and distribute it throughout the country. 
These same people will tend to assemble things at the port. cities, 
simply because this has been the only means of transportation avail- 
able to them over the years. 

You will also find the U.S. Government customs people tend to be 
located at the port. They have to bring this to a point where they 
can process it through their facilities. So that, in order to capitalize 
on this concept, we are going to have to overcome all of the inertia 
of the past which dictated certain institutions be established at these 
port cities where the ships moved in and out. 

But, in taking a look at it, we find that handlings are a substantial 
amount of the cost of the movement of freight. When these things 
are going through four, five, or six handlings, the costs go up very 
rapidly. However, you have to duplicate studies in order to docu- 
ment this, and we have not taken individual items and done that 
sort of thing. 

Senator Monronery. You have no idea of how many more times it 
moves by surface, rail-ship-rail-truck perhaps, to complete a ship- 
ment, internationally; how many more times the handling, the off- 
loading, and on-loading would occur than an idealized shipment by 
air, for example, for the whole journey ? 

Dr. Brewer. No, sir. I think, if you did it ideally, you might be 
able to eliminate as many as three to five handlings. It depends 
entirely upon where the item originates, where you have adequate air 
facilities, where you have operators that move from an interior point 
in the United States to an interior point in a foreign country. As you 
are well aware, we have no operators that are engaged in this type 
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of movement at this present moment. I think some of the routes 
may be set up so that carriers in the future are in a position to do 
this sort of thing. But to my knowledge there are no freight airplanes 
that originate at any interior point and go through to an interior 
point in a foreign country at the moment. 

Senator Monroney. Do you have any figures involving the differ- 
ences in breakage or damage claims, or claims of pilferage ? 

Dr. Brewer. No, sir. We have rad to document this, too, and 
we run into all kinds of people who are willing to talk about it and 
say, “Well, pilferage rates are very high when things move by ship; 
they are very high when they move by truck, they are relatively low 
when they move by air,” but once again this has to be a case study 
on the thing, and we have been able to find no one who has specific 
information who is able to give us cases where this has been true. 

Senator Monronry. Senator Schoeppel. 

Senator ScHorrre.. I just havea few questions. 

Professor Brewer, doesn’t this thing boil down to the matter of the 
type of equipment; namely, the type of cargo plane that can reduce 
the overall operating costs suflic lently and carry the greatest load 
possible, permitting a lowering of rates? Isn’t there also the matter 
of a select type of commerce that is being moved, whether it is emer- 
gency, perishable, or a situation in defense where they would need a 
volume and the cost wouldn't be too great a factor as long as the 
objective is accomplished within a time period ¢ 

I know that is a rough, broad outline, but doesn’t it shape up gen- 
erally / 

Dr. Brewer. Yes, sir; I say there are some limitations here. 

Senator Scnorrren. Yes, they all have limitations, I grant that. I 
well understand how people like to have the 1 eduction of inventories, 
which eliminates costs, eliminates obsolescence, eliminates losses of 

various and sundry kinds, and then I suppose we have certain luxury 
items that move quickly on the competitive market and earn a fast 
profitable dollar. 

Then I presume we have a class of commodities that are needed 
“righi how. 

But the overall picture, as you pointed out, is an infinitesimal small 
amount of traflic that goes by air compared to the volume that is now 
being transported by the various and sundry modes of transportation, 
isn’t it 

Dr. Brewer. Yes, sir. 

Senator Scuorrren. The question I am wondering about is: To what 
extent are we obligated here to move into that field considering that 
snvul infinitesimal amount of the overall trafiic, the fact. that, the 
planes aren't here yet, and the demand for this type of movement. of 
freight, other than the emergency category, isn’t here yet, and. will 
probably not be here vet for a good many years to come, 

Is that a fair analysis? 

Dr. Brewer. I think it is:a fair analysis. .I have never, forecast 
more than a 20 pereent growth--21 percent I think.it. was. im the 
domestic market, because I didn’t feel these people were able to absorb 
much more growth than that. I forecast as much as 25 to 30 percent 
im the international market, ona yearly basis, simply bécause we are 
strut ing ‘from 2. smaller base! In my figures we have.suggested that 
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this is an industry that there is no way for it to grow too fast, because 
of the many problems that they have to face up to. 

We suggested that there probably isn’t more than 2 or maybe 3 
percent of the total freight that is air potential, and we have sug- 
gested that even by 1975 there probably won't be more than seven- 
tenths of 1 percent of the freight that will be moved through the air. 
The vast majority of the freight, of course, is still going to be the coal, 
oil, and items of that nature. This seven-tenths of 1 percent may be 
asubstantial percentage of the value of the freight. 

I am not sure that I have answered your question as fully as you 
would like, Senator. 

Senator ScuorerreL. We are just exploring here, and I do appreciate 
your views on this. We have at the present time, I think you testified 
to—no question about the availability of the piston- type of craft, 
that is in long supply now for sure. 

Dr. Brewer. Yes, sir. 

Senator ScHoerre.. | recognize, of course, obviously the romantic 
side of the thing is the jets now, that they have a lot of problems 
ahead of them from the standpoint of airports, loading and distribu- 
tion facilities, and all of those things, and of course the cost factor. 

As you pointed out, the passenger traffic is the cream of that crop, 
and will be for years and years and years to come, will it not ? 

Dr. Brewer. I don’t think there is any doubt but what the passenger 
will be the main thing in the air transportation business for some time. 

Senator ScuorprreL. We had some discussions throughout the entire 
series of these hearings, and probably will have more with reference 
to the rates. We have the agency here of the Government that is 
charged with establishing rates. 

Do you agree that the Board should have established a minimum 
rate on these cargoes to start with? Somebody had to do that, didn’t 
they / 

Dr. Brewer. They did it, yes. 

Senator ScuoErreL. Do you have an opinion on that? 

Dr. Brewer. I think you would have to be emotionally involved to 
have an opinion on a subject like that. I think the Board undoubtedly 
established the minimum rate order as a result of pressure from the 
operators who were perhaps somewhat afraid of competition. I 
wouldn’t be surprised but what that pressure developed from cargo 
operators who had only one thing they could make their livelihood 
from, and were perhaps afraid of additional competition from the 
other carriers who were in a position to maybe lose money on one seg- 
ment of their freight and make it up on another. 

Senator Scnorrren. Well, isn’t that the general accepted practice 
in regulated competition though, to guard against its being unduly in- 
jurious to the other modes, or to other competitors in the field? But 
isn’t that a step! we find always comes in there? The combination 
carrier ¢:tn do, it better than the strict airfreight cargo carrier, from the 
standpoint of absorbing losses ¢ 

Dr., Brewrr. Well, whether he could, or whether he would, are 
two different things. You don’t:really:see any evidence that the com- 
bination carriers have been very interested in developing the airfreight 
business. with the exception of one or. two, who have evpressed some 
interest in it, and who have aggressively gone out after this business. 
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Senator Scuorrre.. But do you have any judgment to offer, or an 
opinion on whether the rates now charged for aircargo are a proper 
rate? Have you made a study along that line, or is that embodied 
in one of your reports ¢ 

Dr. Brewer. When you get into this question there is no way to 
develop anything that even remotely resembles a scientific answer, 
because it all depends on the manner in which they choose to allocate 
their costs—their indirect costs. This can be completely arbitrary, 
and you can’t get any of the combination carriers, or any other car- 
riers for that matter, to get into substantial agreement as to how those 
costs are to be and should be allocated. Any number of cases have 
been before the Board where people have taken extreme positions on 
this. Some of them have said, well, this cargo space is going to go 
when the airplane goes, with passengers in it. Therefore this cargo 
space doesn’t cost us anything, hence any kind of revenue we can get 
from it is going to be gravy to us. 

Other people who have taken the other position, that they have to 
cost this thing out on the same basis as they cost out the passenger 
traflic. It depends on your philosophy of costing. You come up with 
one rate that is way down there, well below what any cargo carrier 
could ever hope to afford to compete with, and at the other extreme 
you come up with rates where you have in effect a profitable opera- 
tion for a cargo carrier. But I will say the cargo carriers have done 
more to stimulate the growth and development of cargo, in aircargo 
growth, than anyone else. 

Senator Scnorrpret. Where do you think, generally now, from your 
studies, from what you have already determined—where do you think 
the big market is coming from for the airfreight cargo as a paying 
proposition, that would justify the Government going in and either 
subsidizing it or making it possible to establish the type of plane under 
a guaranteed loan to foster this type of transportation ? 

Dr. Brewer. As far as we can see at this moment, there is a very 
limited market for real high volume growth in the aircargo industry. 
There are serious limitations on the airports. There are serious limi- 
tations in terms of the density of traffic that moves over any one route. 
So you pretty well boil it down to operations of the kind we are talk- 
ing about in the future between maybe a dozen cities in the United 
States. 

Senator Scuorrrer. Thank you. 

Senator Monroney. Do you have any studies as to how this dou- 
bling of the cost per ton-mile is arrived at? I know they say the 
plane has a 9-cent direct operating cost, would produce an 18-cent rate 
per ton-mile, or if you get down to a 4- or 5-cent rate, you will have 
8- or 9- or 10-cent rate. Do any of your studies give a breakdown 
as to how this is divided up ? 

Dr. Brewer. We have looked at it very carefully, and it would 
appear that the practice stems from the ratios of direct and indirect 
cost in passenger operations, We don’t agree it should be that way 
but this is apparently the way it works out. But if you look at total 
cost of operations, by the combination carriers, you find their indirect 
costs are almost equal to their direct. So, their direct costs are X 
number of dollars, and so therefore this means that their indirect costs 
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be 100 percent of that, so this is the way we come up with the total 
cost. 

Senator Monroney. This would be especially true of the combina- 
tion carriers. They simplify their bookkeeping ratio. They know 
what their pilots, their gasoline, and their maintenance, and things 
of that kind are that go into direct operating costs, and they apply 
that same ratio to freight, is that correct ? 

Dr. Brewer. Yes, sir; that has been the practice. 

Senator Monroney. So you have to just double that figure and come 
up with it? 

Dr. Brewer. That has been the practice. 

Senator Monroney. In the cargo field we heard Riddle testify to- 
day that their operating expenses were approximately 54 percent of 
the average for domestic trunklines, and I believe the all-cargo aver- 
age was only slightly above that of Riddle’s. Therefore, if that be 
true, then the cost of operations must be considerably under the 
handling of passengers and all the attendant reservation service and 
coffee, meals, and other things that go into the carriage of passengers ; 
would that not be true? 

Dr. Brewer. The only way that you can go at this is to look at the 
cargo carriers who do not haul passengers. 

We find when you analyze their costs that their “indirects” are less 
than 100 percent of the “directs.” They are convinced that there are 
substantially greater economies in a freight operation than there can 
ever be in a passenger operation. So this means as they increase 
volume, the indirect stream of output will drop off very sharply. 

Senator Monroney. This would be particularly true as to cargo 
which can be handled in large volume if it were available for perhaps 
very little extra overhead on the airport for loading and unloading 
and movements of greater number of packages; is that correct ? 

Dr. Brewer. It lends itself to mechanization. Yet there hasn’t 
been a cargo operation large enough so that the terminals can be 
mechanized. As the business grows, these people will put in auto- 
mated terminals and be able to handle that cargo at much lower cost 
through the terminal areas, which means your per-unit cost for cargo 
handling will go down very rapidly. 

Senator Monroney. Therefore the percentage is added by doubling. 
It is added customarily by obtaining cost per ton-mile, but as the 
volume grows it would tend to decrease below that figure for both the 
combination carriers, and particularly for the all-cargo carriers, is 
that correct ? 

Dr. Brewer. I don’t know that I would agree with that, Mr. 
Monroney. 

Senator Monroney. It seems to me—let’s go back to rail. You can 
ship for just about half the cost if you are shipping a carload than 
you can through an l.c.]. shipment, as I recall freight rates. 

Dr. Brewer. Well, the only thing that I suggest is when we deal 
with percentages we can get fooled in a-hurry if you reduce your 
direct costs from 10 cents, for example, down to 5 cents a ton-mile, 
where you were previously putting an allocation of 100 percent on 
the 10 cents, this is 10 cents to bring it up to the 20 cents for total 
costs. If you reduce the direct down to 5 cents, you are cutting it in 
half, and if you assume that indirects are going to be 100 percent of 
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that, why, this is still only 5 cents per ton-mile, but this doesn’t 
necessarily follow, because of the indirects might remain relatively 
the same, assuming the volume doesn’t increase. 

If the volume doubles, then of course your indirect should come 
down by an equal percentage. 

Senator Monroney. We had testimony this morning, I think, that 
the rates running on air express ran about 78 cents a ton-mile. Is 
that about a proper ton-mile figure, 78 to 80 cents a ton-mile ? 

Dr. Brewer. My recollection is it is more like 33 to 35 cents, but 
I would have to refresh my memory. 

Senator Monroney. That was my understanding of the oral testi- 
money that Mr. Hewitt gave, that when they moved mixed, part air 
and part rail, then the share of that figure—then I think he said it 
was about 38 cents or 39 cents for the air carrier and 39 cents for the 
rail carrier. 

Dr. Brewer. This would depend a great deal on length of haul, and 
in a relatively short-haul operation I can see where his figure would 
be accurate. In a longer haul operation, such as transcontinental, it 
would be considerably lower than that. Maybe I am thinking about 
transcontinental and you are thinking about the short haul. 

Senator Monroney. Do you have any statistics that you can show 
us from your studies as to the percentage that is added to the direct 
operating costs to achieve the rate base that aircargo carriers and 
the scheduled combination carriers add to their basic figure? Is that 
available in any of these studies ? 

Dr. Brewer. Yes, sir. We have done it in several of the studies. 
It would take me a minute to locate that page. 

Senator Monroney. That isall right. 

Dr. Brewer. Referring to both our study, “Aireargo,” and envi- 
sioned aircargo, table 2, on page 5 of “ Air Cargo—The Next 10 Years, 
it gives one analysis that we developed entitled “Cost of Operation 
and Earning Ability of Specified Aircraft in Freight Operations,” 
and here we show the direct costs per hour and indirect costs per hour 
and total costs per hour, and it says information as having come from 
CAB exhibits and from financial journals. 

Senator Monroney. Perhaps it would be better if overnight. you 
could compile from your studies some statistical tables as to this cost, 
and also any other statistical tables that might be useful in pinpoint- 
ing the percentage of developments in the forecasts that vou have 
made in these other studies. It would be helpful if we had those 
tables for the record. I realize it is hard for you to anticipate what 
the committee wishes to know, and if you would be good enough to 
do that for us, it would be greatly appreciated and we can take that 
tomorrow afternoon when we come back to this part of the testimony. 

Dr. Brewer. Let me say that we have dealt with national averages 
in these figures, and that each company will have somewhat different 
cost figures. 

Senator MonroneEy. We realize that. 

Dr. Brewer. I do not represent any of my fi 
particular company. 

Senator Monroney. We would like the sampling figures, those which 
you consider to be approximately average, or the mean. I think such 
would be sufficient for the committee. 
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Dr. Brewer. Sir, would you repeat the other suggestion, ratio of 
direct to indirect ? 

Senator Monroney. After we recess I will ask the staff to confer 
with you. 

Dr. Brewer. All right, sir. 

Senator Monroney. For the type of statistical tables we might like 
to pull out of your studies. I know there is a vast wealth of infor- 
mation in them, and to try to find them hastily would just delay the 
hearings. I think the distinguished Senator from New Hampshire 
has some questions. 

Senator Corron. Very briefly, I have been much interested in your 
testimony, Doctor. Senator Schoeppel hinted at one line of testi- 
mony in one of his questions. I wanted to go a little further into 
the question. I understood you to say that as the passenger air traffic 
goes more and more into jets and turbojets, and the new-type planes, 
it is now and is going to continue to relinquish piston-type planes 
for some use, and that that use is probably going to mean a promotion 
of freight traflic. Did I understand that correctly? 

Dr. Brewer. Yes, sir. 

Senator Corron. And you added, as these planes become released, 
it would mean an increase of competition in freight traffic? 

Dr. Brewer. Yes, sir. 

Senator Corron. Now, my own question now is, that would logically 
mean, as they increase competition, there would be a decrease in rates; 
would it not? 

Dr. Brewer. Sir, that depends on the action of the Civil Aeronautics 
Board. As you are all aware, there is a minimum rate question before 
the Board at the moment, which suggests the rates cannot be reduced 
below a certain level. 

Senator Corron. I recognize that, but in talking about the natural 
trend of economies, and laying aside for the moment what might be 
the decision of the CAB, the tendenc y, as these planes become ‘avail- 
able—at least the tendency of the competition would be to seek reduc- 
tion of rates; isn’t it ? 

Dr. Brewer. It is my personal opinion the carriers will tag to break 
the minimum rate order within the next 6 months or a ye 

Senator Corron. Now, if competition—this davdloniaent’ would nat- 
urally increase the volume of airfreight to some extent; wouldn’t it? 

Dr. Brewer. Yes, sir. 

Senator Corron. But in spite of that, I gathered from your testi- 
mony you do not expect within the next few years to see airfreight go 
beyond what percent ? 

Dr. Brewer. In my domestic forecast we suggested that this growth 
would probably not exceed 20 to 25 percent per year. In the inter- 

national forecast, it might go as high as 25 to 30 percent, because we 
are starting from a lower base. 

Senator Corron. That is the percentage of increase over the present 
volume ? 

Dr. Brewrr. This is an annual increase in ton-miles. 

Senator Corron. Yes. But what was your forecast? I think you 
mentioned about in the foreseeable future what the percent of air- 
freight would be in proportion to other form of freight. 
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Dr. Brewer. In our forecasts out to 1975, we suggested that we 
thought it might be possible for the air carriers to penetrate as much 
as seven-tenths of 1 percent of the total intercity and international 
freight market. 

Senator Corron. With that volume in mind—I don’t want to get, 
you involved here, in anything controversial—but I for one value 
your opinion here. You st udied this bill which is before us, S. 27742 

Dr. Brewer. No, sir, I haven’t. 

Senator Corron. Have you read it ? 

Dr. Brewer. I read it this noon for the first time. I have seen the 
trade press publication with reference to it. 

Senator Corron. You know what particular question before this 
committee is involved by this bill ? 

Dr. Brewer. Yes. 

Senator Corron. The question of using Government credit to en- 
able airlines to obtain more modern, more effective, more efficient 
cargo planes. 

Dr. Brewer. Yes. 

Senator Corron. In the light of your studies of the volume of 
freight traffic in the foreseeable future, would it be your opinion that 
such a step was necessary at this time ? 

Dr. Brewer. That is a very difficult question to answer, sir, because 
I have no emotional involvement in it, and haven’t really given it much 
thought. I think you are going to see some very hes thy growth in 
this industry, whether the bill is passed or not. I think the fact that 
some of the carriers have alre: udy gone out and equipped with new 
airplanes which they will take on in their operations next year, is going 
to enable them to lower rates substantially, and enable them to lower 
costs quite a bit. 

I think when these people start cutting their costs and rates, as they 
undoubtedly will try to do with the newer turboprop-type airplanes, 
this is going to force rates of the other carriers down, and undoubtedly 
will force them to buy equipment some time. But I really have no 
posit ion on this particular matter, sir. 

Senator Corron. I understand that, and I appreciate your observa- 
tions. Is it correct to say that this increase in freight air traffic which 
you have referred to as the logical result of the freeing of piston-type 
planes from their use in passenger traffic, will tend to increase competi- 
tion, and as that competition increases, those lines that are engaged in 
the air traffic are likely to go out and buy and purchase and ‘put into 
use improved modern, more efficient planes as they are available, re- 
gardless of Government assistance ? 

Dr. Brewer. There is no doubt about it. I think one of the big 
problems in the industry is there just isn’t Dishe traffic to support 
real big turbine-powered airplanes at this time. So they have to build 
up volume some Ww ay or other in order to go through a natural transi- 
tion to the big- high-powered, long-range, higher capacity turbine- 
powered airplanes in the future. 

Senator Corron. Advocates of the bill who have appeared before 
us have very ably argued and taken the position that some boost of 
this kind in the bill is necessary to start, to spark the growth of, a new 
industry ; that, whatever may be the future, in the beginning air car- 
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riers are not going to be able to procure these planes unless they have 
the assistance of some Government credit. 

It seems to me that, from your observations, that you have just made, 
that this spark is going to ‘happen anyway as a logical result of the 
freeing of piston pl: ines and the increased traffic, in your opinion. Is 
that a correct statement ¢ 

Dr. Brewer. May I give you some random thoughts on it, sir? 

Senator Corron. I would be very happy to receive them. I am not 
trying to put words in your mouth. 

‘Dr. Brewer. Y es, sir; I understand that, and I apologize to you for 
not being able to give you a yes or no straight answer to all of these 
things; but, as you all realize, the deeper you get involved in some par- 
ticular matter, the more of an intellectual nincompoop you become. 
Then you see 10,000 facets to every question, and it becomes difficult 
to answer. 

Senator Corron. It is pretty hard for a politician to comprehend 
that, but I can intellectually get the idea of what you are trying to 
tell me. 

Dr. Brewer. Thank you. Here is what appears to be going on at 
themoment. There are very big breakthroughs coming in the deve ‘lop- 
ment of airplanes. I am not an engineer, ‘but I have watched some 
of these things come along. There has always been a tendency on the 
part. of the manufacturers to try to capitalize their engineering costs 
on a cargo version of the passenger airplane at the end of the line. 

There have been some technological developments of the past few 
years, but I don’t pretend to understand everything there is to know 
about them. Undoubtedly people have testified about the turbofan 
engine and things that are coming along in the immediate future. 
These things I am sure are going to spell big differences in the eco- 
nomics of the airplane. So there is a tendency y on the part of the or- 
ganized industry to hold back in their purchases of the cargo version 
of the air plane. In holding back they have been probing the market, 
so to speak, by converting ‘these piston engine airplanes in trying to 
build up capacity. 

I think what undoubtedly will happen is there will be a substantial 
battle that will evolve between the “ ators of the piston engine air- 
planes and the turboprop airplanes. I don’t think there is any doubt 
but what the operators of the turboprop airplanes will be able to re- 
duce their costs much faster than the operators of the piston engine 
airplanes. So this means probably a battle at the CAB over what the 
level of the rates will be, and the operators of the piston-engined air- 
planes will probably maintain they have to keep rates rel: atively high 
for a period of time, whereas the other proponents will say “Let's 
reduce rates and build up the volume very rapidly. Let’s get this 
traffic going as fast as we possibly can so we can get into the next stage, 
which is the big turbine-powered jet-type airplane.’ 

In my opinion, we are not ready for this at this moment of time. I 
just don’t see how industry can absorb growth that. rapidly in a 
period of 2 or 3 years. These things are tremendous workhorses, if 
you start. analyzing what we have in the industry at the present time. 
But there has always been a tendency on the part of many people to 
want to make that big step as fast as they possibly can. There is a 

tendency on the part of other people to move cautiously and slowly 
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to this big step. It just all depends upon the school that you came 
from as to whether you want to move real fast in this thing, or 
whether you want to move slow and ¢c: wutiously. 

I can understand how the combination carriers feel about want ing to 
utilize piston engine airplanes as long as they possibly can, but from 
the straight economics of the airfreight industry, undoubtedly they 
would grow faster if they plunged ahead and went all the way. 

Senator Corron. Let me ask you this: You gave to me the rather 
startling figure, although I understand that you altered the value of 
the freight. much more, starting with a figure of what percent of 1 
percent of all the freight up to 1975 would be air freight ? 

Dr. Brewer. I suggest this might be as much as seven-tenths of 1 
percent. 

Senator Corron. Seven-tenths of 1 percent. Now, suppose that at 
this particular time, the immediate future, within the next few months, 
that the Federal Government made it easy for companies to pur- 
chase—it wouldn’t be in the next few months, it wouldn't be per- 
fected—but as soon as a new Martin fan-type cargo plane, with the 
bugs out of it was a fact, and the Government made it easy for car- 
riers to secure these planes by pledging Government credit on guar- 
anteed loans, would that, in your opinion, speed up an increase, so 
that 1975 would be a larger amount, or proportion of the freight 
traffic than that portion of 1 percent 4 

Dr. Brewer. I am sure you realize, sir, this is a very difficult 
question to answer. 

Senator Corron. Well, it probably was a very unfair question. On 
the other hand, I gather from your testimony and from your studies— 
and you have gone into this thing pretty thoroughly—that the per- 
centage of freight traffic between now and 1975, under the present 
conditions is going to be rather small. 

Dr. Brewer. We are talking about ton-miles, sir. When you start 

talking about. ton-miles, it can be a very deceptive type of means of 
measuring the importance of something, because the vast majority 
of the freight that moves moves a very short. distance, or it moves in 
pipelines, or it moves in ships, or it moves for distances of 50 miles 
or 100 miles or 200 miles, or something like that. So that when you 
start separating the things that are what we might call potential for 
the airplanes, then we say we don’t think that the airplane has much 
potential insofar as freight movement for distances of less than 600 
miles, and certainly its greatest benefit is at the greatest. distances, 
the transcontinental range perhaps. So when we start looking only 
at that freight that moves for distances over 600 miles, then we start 
looking at that freight that moves intercontinentally and transconti- 
nentally, then this seven-tenths of 1 percent comes as a substantial 
percentage figure. It might be as much as 10 percent. 

Senator Monroney. It also, would it not, yield freight such as 
cargoes of wheat, oil, or steel bars, or iron ore ? 

Dr. Brewer. Yes, sir. 

Senator Monroney. And very heavy types of freight that always 
will be carried on surface. 

Senator Corron. Let me ask you this: As airfreight traffic increases, 
from whom is it going to be taken, the railroad, the ships, the pipe- 
lines? From what source would it largely be taken ? 
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Dr. Brewer. In my humble opinion, about 50 percent of this 
traflic will be what we call self-generated traffic. 

Senator Corron. You mean new freight / 

Dr. Brewer. New freight. People “will be able to reach out into 
markets they have never been able to serve before. Because previ- 
ously it has been too expensive for them to maintain an organization 
in a city 2,500 miles from where the factory was located, but now 
because they can engage a representative of some kind to distribute 
it there directly, and because people will get used to eating tree- 
ripened apples and oranges, and things we produce i in such bounteous 
quantities and such perfect quality i certain parts of the United 
States which these people haven’t come to appreciate yet, when they 
start enjoying these things, why, then this is gomg to create a dem: und 
for aircraft. This is business that can’t be taken away. 

Senator Corron. That doesn’t necessarily mean it doesn’t take 
freight away from somebody, because when easterners learn to love 
the oranges and fruit you produce in the West, then somebody is 
going to lose the potatoes and carrots they have been shipping to us 
from the States in the East. I mean a commodity that extends its 
field, replaces something that was previously being transported to 
some extent, isn’t that true ? 

Dr. Brewer. If you could measure it as of a moment of time, 
but when we talk about a 15-year growth pattern, the growth in 
population and growth and changes in people's habits, and that sort 
of thing, I am not sure Po an say this actully came from somewhere. 

Senator Corron. Well, because freight is new, because it isn’t taken 
away from X railroad, doesn’t mean that it isn’t being taken away 
from X railroad, because X railroad might get some of that 
freight, or a substitute for it in the growth. In other words, it comes 
from somewhere. This increase has to be taken from some other 
means of transportation, even though it is new. It deprives some 
other means of transportation of that increase to some extent, right ? 

Dr. Brewer. Yes, sir. The trucks have taken a lot of freight away 
from the railroads in the last few years because they were able to offer 
a superior service, and I will say the airplanes will be able to do the 
same thing. 

Senator Corron. The airfreight will take it largely from the trucks 
or railroads ? 

Dr. Brewer. Trucks, freight forwarders, and that type of traffic. 

Senator Corron. More from the trucks than from the railroads? 

Dr. Brewer. I would say trucks and freight forwarders, and freight 
forwarder freight is mostly rail oriented. It moves by rail as an 
interline carrier. 

Senator Monronry. It is a commodity shipment more than bulk 
shipment ? 

Dr. Brewer. Packaged freight in fairly small quantities. 

Senator Corron. I merely also have in mind, Doctor, the reasons 
advanced for the need of this measure are twofold, and one of them 
is to create a reserve fleet, a cargo fleet for use as a means of emer- 
gency, either in war or airlift for military or national reasons. But 
if, by Federal intervention, we use Federal credit and build up this 
airfreight industry, we may have to turn around to subsidize the rail- 
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roads to keep them in business, because they too are necessary in an 
emergency. 

Dr. Brewer. Yes, sir. 

Senator Corron. We will build up one method, and have to use 
subsidies as a result of it to maintain another ¢ 

Dr. Brewer. The only thing I can say to that is that we see almost 

perfect correlation between erowth in gross national product and 
aiiat in intercity ton- miles. So we are talking about a period of 
15 years from now, we know that the forecasts show that our gross 
national product will almost double in that time, and our intercity 
ton-miles will almost double in that same period of time. 

Senator Corron. But if [ understand you correctly, you do feel that 
regardless of Government action, legislation or not, that the airfreight 
traffic, and the industry of producing and servicing and carrying on 
the operation, is bound to be increasing in the next few years, do- 
mest ically 25 percent a year and international some |: arger percentage; 
is that correct ? 

Dr. Brewer. Yes, sir; I see a very healthy growth pattern in the 
airplane industry. 

Senator Corron. Thank you. 

Thank you, Doctor. 

Senator Monronry. Going back to using of the castoff passenger 
planes, the DC—6’s, the 7’s, and the Connies; you said you thought addi- 
tional competition within the field, as these surplus planes find their 
usage in cargo work, would lead to greater movement of cargo by air, 
even in the old airplanes; is that correct 4 

Dr. Brewer. Yes, sir. One of the problems is, they have tremen- 
dous capacity, and these people, once they start intensively selling this 
business, will sell a lot more than they have in the past. 

Senator Monroney. And you envision in this race of competition 
people will drop their rates, because more competition you said would 
reduce rates / 

Dr. Brewer. Assuming that the minimum rate order is broken, 
and there can be some agreement developed among these carriers that 
this is the way to grow ina healthy manner. 

Senator MonroNnE y. Would this not mean, then, unless economies 
were effected in ground handling, that a plane that has a constant cost 
of operation that is high, say around 9 or 10 cents, that much of this 
increased business then would be done on a loss basis, or on a basis 
subsidized by other activities of the airline? In other words, you 
cannot squeeze—there is nothing in the picture, that I see, from using 
an old aircraft, that will diminish the direct. operating costs of the 
aircraft—the rates. Pilots’ wages undoubtedly will go higher, the 
fuel costs will probably not be lowered, and various other factors 
going in. So, therefore, any squeeze downward on the rate will either 
have to come from economies in the ground handling, or would come 
out of general earnings, or perhaps ‘losses if the rates were reduced 
as they use these obsolete and high-cost-per-ton-mile planes. 

Dr. Brewer. There are a few places it would have to come from. 
It will have to come out of either the direct cost allocation, or possibly 
they can ayueeze something out of depreciation expense, which has 
been a substantial item in the past. 
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Senator Monroney. What ratio does this depreciation of the plane 
bear to the freight rate ? 

Dr. Brewer. [am not sure what percentage. 

Senator Monroney. You probably have it in your studies. I think 
it is a very important figure, because we had testimony here if the 
plane was written completely off, that it would make a minor differ- 
ence in the operation cost, compared with the other factors that go into 

cargo handling. In other w ords, the modern plane, even though the 
juice lation costs were high, would turn out a better profit yield to 
the operator than would the use of an obsolete plane, even though 
there was no further depreciation being charged against the plane. 

You can prepare that—— 

Dr. Brewer. My recollection is, it would run as much as 15 percent, 
from the direct operating costs. I would like to check it. 

Senator Monronry. If you would, we would like to have it tomor- 
row morning. 

The growth rate of 20 percent a year is a progressive growth rate, 
is that not correct ¢ 

Dr. Brewer. Yes, sir; it snowballs. 

Senator Monroney. It snowballs. Even on the 20 percent caleula- 
tion per year, if my mathematics are correct, and I won’t vouch for 
it, at the end of the first year you would have 120 percent above the 
present 100 percent base. The second year you would have 144 
percent, you come out at 173 percent the third year, the fourth year 
you would have 207 percent, the fifth year 274, and the sixth year you 
would have a 300 percent increase over—you have gone from 100 per- 
cent to 300 percent over where you st: arted from 6 years ago. 

Dr. Brewer. We are talking about ton-mile growth, and : ‘again, ton- 
mile growth is somewhat deceptive. This is what we predicted. 

Senator Monroney. You are saying perhaps it would be possible 
to grow, to increase, and to bring about a car go industry without Gov- 
ernment help. Do you attach any importance at all to the defense 
requirements which we have for an airlift with supplemental cargo 
planes in great capacity and speed and economy of operation being 
Important “enough to require added attention at this time, for the 
production of such an aircraft ? 

Dr. Brewer. I hesitate to get into anything as controversial as the 
present condition of the MATS fleet. TI think it has been contended 
by many that they have quite a number of airplanes that are considered 
to be pretty obsolete at this moment of time, and as long as the com- 
mercial lines are operating jet airplanes, they consider that to be the 
most modern vehicle for moving passengers and freight, so it is logical 
to assume our military should not fall behind in its airlift capability, 
in regard to any potential enemy, or it should probably have as high 
degree of modernization as the commercial fleet. 

Senator Monroney. But the idea behind this bill is not only the 
modernization of the MATS fleet, but supplementing it a bit with a 
reserve fleet that could pick up in the event of limited or total war ad- 
ditional requirements for airlifting many types of things, materials, 
logistics, and troops equipped ready to fight anywhere in the world. 
In the thinking of the committee, or at least in those of us who spon- 
sored this bill, it is one of the most urgent needs for making this cargo 
breakthrough now, rather than wait ‘and expose ourselves to extreme 
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dangers of inability to get to a trouble first, and properly equipped, 
in the event of limited war. 

Dr. Brewer. I foresee any possibility of war breaking out at any 
point on the globe, it would be extremely important for us to have 
substantial airlift capability of modern type aircraft, but I am not an 
expert in that field. 

Senator Monroney. Our time is up for today. 

We have another committee meeting that is taking place, so we 
will adjourn until tomorrow morning at 10, at which time we expect 
to hear the Under Secretary of Commerce, Mr. John Allen; the Assist- 
ant Secretary of the Treasury, Mr. Robbins: and Mr. Robert Prescott, 
and we would like, if we could, to schedule you for tomorrow after. 
noon, if that would be agreeable. 

Dr. Brewer. Could you give me the hour? 

Senator Monroney. Two o'clock. 

Dr. Brewer. Fine. 

Senator Monroney. Thank you very, very much, Dr. Brewer, for 
your help, for your testimony. And if the staff can confer with you 
on some of the tables you have in your study, we would appreciate 
having those tomorrow. 

Dr. Brewer. Very good. 

Senator Monroney. The committee will stand in recess until 10 
o'clock. z 

(Whereupon, at 3:43 p.m., the subcommittee adjourned, to recon- 
vene at 10 a.m., W sdnedler.. February 17, 1960.) 
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WEDNESDAY, FEBRUARY 17, 1960 


U.S. SENATE, 
CoMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
SUBCOMMITTEE ON AVIATION, 
Washington, D.C. 

The subcommittee met at 10:10 a.m. in room 6200, New Senate Office 
Building, Hon. A. S. Mike Monroney presiding. 

Senator Monroney. The Subcommittee on Aviation will resume 
its hearings. 

We are honored today to have a former colleague of ours, in the 
House of Representatives, a Under Secretary of Commerce for 
Transportation, Hon. John J. Allen, Jr. We are happy to have you 
here, Mr. Allen, and we apprec iate your testifying on bill S. 2774. 

Mr. Auten. Thank you. 

Senator Monroney. Do you have a prepared statement. 

Mr. ALLEN. Yes, sir; I do. 

Senator Monroney. You may proceed in your own way, Mr. Sec- 
retary. 


STATEMENT OF JOHN J. ALLEN, JR., UNDER SECRETARY OF 
COMMERCE (FOR TRANSPORTATION) 


Mr. Auten. If I may, I will read the statement. 

Mr. Chairman, I apprec iate the opportunity to present the views of 
the Department of Commerce with respect to S. 2774, a bill designed 
to accelerate the development, production, and placement in service, 
of modern efficient cargo- oe aircraft and related equipment for 
materials handling of U.S. manufacture. 

The Department of Gi ommerce supports these objectives. How- 
ever, we do not believe that guaranteed loan legislation is presently 
the most appropriate method “of achieving these objectives. Accord- 
ingly, we do not support enactment of S. 2774. (I would like to insert 
into the record, at this point, the comments of the Secretary of Com- 
merce on 8. 2774, dated February 8, 1960.) 

THE SECRETARY OF COMMERCE, 


Washington, D.C., February 8, 1960. 
Hon. WARREN G. MAGNUSON, 


Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 

Dear Mr. CHAIRMAN: This is in response to your request of January 14, 1960, 
for the views of this Department on S. 2774, a bill to foster the national defense, 
the postal service, the development of civil aeronautics, air commerce in the 
United States and abroad, and for other purposes, by providing for Government 
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guarantee of loans to certain air carriers for purchase of efficient, newly devel- 
oped, modern cargo aircraft and components of a cargo airlift system. 

The bill, would, among other things, authorize the Civil Aeronautics Board to 
guarantee the repayment of loans for the purchase only of approved modern cargo 
aircraft. The loan could not exceed 75 percent of the purchase price of the 
aircraft and would have to be repaid within 10 years. Ninety percent of the 
unpaid balance would be guaranteed and repossession of the aircraft would be 
the sole recourse of the Government in the event of default. Loans to any one 
carrier could not exceed $75 million. 

One purpose of the bill is to develop and encourage the civil air carriers to 
procure modern cargo airlift in order to provide the logistic capacity required 
by the military in peacetime and to meet the increasing civilian cargo require- 
ments. 

This Department believes that there should be an adequate aircargo capacity 
to meet the needs of national defense, postal service, and the development of 
civil aeronautics and air commerce in the United States and abroad. It is not 
convinced, however, that enactment of the proposed legislation of this nature 
is necessary at this time in order to accomplish these objectives. 

Other measures can be taken by the Federal Government which will, in our 
opinion, encourage the civil air industry to procure modern cargo aircraft re- 
quired for meeting the needs of commerce, the postal service, and the national 
defense. One such measure would be to provide for an orderly transfer of the 
routine logistics function from the MATS fleet to the civil air carriers to the 
extent of their present capacity to perform it. Another measure, already under- 
way, is the transportation by air of a large volume of mail not classed as airmail. 

Aside from these measures, there are certain economic changes which should 
provide an incentive to civil air carriers for the procurement of modern cargo 
aircraft. These are, a continued increase in our population, the increasing re- 
duction in rail freight and passenger services, and the growing preference of 
shippers for air transportation of all types of commodities. 

We believe that these actions, the economic changes which are occurring, and 
the further exploitation of aircargo potentialities will insure at least to a point, 
the development of an adequate modern aircargo fleet. Whether or not addi- 
tional incentives will be needed to assure an adequate fleet development involves 
further economic considerations. 

In the event that your committee concludes that favorable consideration 
should be given to S. 2774, we believe that the bill should be modified in order 
to assure that its objectives will be achieved. 

The definition of cargo aircraft in section 2(d), insofar as it refers to “special- 
ized components” and “newly developed modern” is vague, and should be clari- 
fied in order that there will be a clearer understanding as to the type of develop- 
ment sought to be encouraged. 

The definition of ‘cargo aircraft purchase loan” in section 2(e) includes, in 
addition to loans to certificated air carriers, loans to “any other person engaged 
in flight line cargo handling.” This language also should be clarified so as to 
assure a clearer understanding of the scope of the proposed program. 

Section 3(b) (4) limits to $75 million the total amount of loans which may 
be guaranteed for a single air carrier. However, there is no limitation on the 
aggregate amount of the loans which may be guaranteed under this program. 
In this respect the proposal is similar to the loan guaranty program approved 
by Congress in 1957 to aid in the purchase of equipment by local or feeder air 
‘arriers. In that case, however, the limited number of carriers involved served 
as a presumptive limitation on the total size of the program. In the case of 
the loan guaranty program to aid the railroads, contained in the Transportation 
Act of 1958, Congress enacted an overall limitation of $500 million. We believe 
that the bill is more similar to the railroad program in this respect, and that a 
limitation ought to be imposed on the aggregate amount of the loans which may 
be guaranteed. 

Sections 3(b) (5) and (6) of the bill require that the Administrator of the 
Federal Aviation Agency and the Secretary of Defense separately certify as to 
the adequacy of design and performance of aircraft to be purchased. We be- 
lieve that this responsibility should be given to a single agency with the require- 
ment that such agency consult with and obtain the views of the other interested 
Government departments. Accordingly, we recommend that this responsibility 
be given to the Administrator of the Federal Aviation Agency, subject to the 
requirement that he consult with and obtain the views of the Secretary of Defense 
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and, because of his responsibility in connection with planning for mobilization 
of our civil air resources in time of national emergency, the Secretary of 
Commerce. 

Section 3(b)(7) requires that the borrower agree in advance to allow the 
Secretary of Defense to take over use of the aircraft in time of war, national 
emergency or whenever the military situation requires as determined by the 
Secretary of Defense. At present, the allocation of civilian-owned aircraft to 
military support is a responsibility of the Secretary of Commerce, and is being 
carried out by the Defense Air Transportation Administration in the Civil Re- 
serve Air Fleet (CRAF) program. The allocation of civilian airlift capability 
to military support should not be broken into segments under the direction of 
more than one department. This provision gives the Department of Defense 
allocation authority over airlift capability for which it will also be a claimant. 
The Department recommends that the proposed bill be modified to indicate 
clearly that aircraft procured under Government guaranteed loans may be allo- 
cated to the Civil Reserve Air Fleet by the Secretary of Commerce. 

Section 4 of the bill would limit the recourse of the Government, in case of 
default by the borrower, to repossession of the aircraft for which the loan was 
obtained, together with assignment of any insurance claims. A similar limita- 
tion is contained in the Federal Ship Mortgage Insurance Act, but the provision 
in that act gives the Government discretionary authority to limit its security 
rather than making the limitation mandatory. We believe that to assure more 
adequate protection to the Government’s interest, it would be better if the pro- 
vision limiting recourse were discretionary as in the Federal Ship Mortgage In- 
surance Act rather than mandatory as it proposed. 

The Federal ship mortgage insurance program also contains a provision 
requiring that a borrower to be eligible for insurance of a loan must possess 
“* * * the ability, experience, financial resources and other qualifications neces- 
sary to the adequate operation and maintenance of the property.” We believe 
that some similar requirement as to the integrity and ability of the prospective 
borrower to insure carrying out the purpose of the program ought to be imposed. 

The Bureau of the Budget has advised that it would interpose no objection 
to the submission of this report to your committee. 

Sincerely yours, 
Pup A. Ray, 
Under Secretary of Commerce. 


Mr. Auten. The prime moving force which will cause the procure- 
ment of modern aircraft is a market for those aircraft. The market 
for cargo aircraft is, of course, directly dependent on the demand for 
aircargo transportation. The Government’s opportunity to promote 
this demand rests primarily on its willingness to transfer routine 
logistic functions of its military air transportattion needs from MATS 
. the civil air carriers. In addition, the transportation by air, al- 

sady underway, of a large volume of mail not classed as airmail will 
nt an incentive to the industry to provide itself with the capability 
to meet the needs of its increased ‘business. 

We are presently at a stage in our economic development where 
the natural evolution of the economy should, in itself, encourage the 
development of commercial aircargo service. Our population in- 
crease, the impact of cont: Linerization, the advance of technology, the 
increasing reduction in rail freight and passenger service and the 
growing interest of shippers in air transportation of all types of com- 
moditi les, should all tend to encourage the purchase of new and modern 
equipment by the industry as new demands are made upon it. 

The airlines have shown considerable ability to meet their own 
requirements for capital expansion where profit-making potentialities 
are reasonably apparent. The principal deterrent to capital expan- 
sion is the prospect of inadequate return on investment. The ability 
to finance does not necessarily constitute the sole basis for an airline’s 
decision to purchase more modern equipment, such as prototype cargo 
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aircraft. Other considerations play a part. One is a management 
decision on when and how to select the most advantageous aircraft for 
its purposes in order to avoid equipment disposal losses. 

It seems reasonably clear to us that before any measure such as a 
guaranteed loan program is undertaken by the Government to encour- 
age the purchase by industry of cargo aircraft there should be a pro- 
gram for development of economical cargo aircraft suitable for both 
military and commercial use. A proposal of this nature which has 
already received Presidential approval would provide for joint partic- 
ipation by the Department of Defense and the industry in the cost of 
developing long-range economical turbine- powered cargo aircraft suit- 
able for both military and commercial use. 

In addition to believing, as I have already indicated, that guaran- 
teed loan legislation is not the answer to the problem, the Depa urtment 
is also concerned that enactment of S. 2774 at this time might serve to 
divert aicention from other more Sait ible solutions, prove to be 
unnecessary and therefore constitute an unwarranted interference in 
private enterprise activities, result in distortion of normal competitive 
relationships both within the airline industry and within the trans- 
portation industry as a whole, contain subsidy implications for a media 
of transportation already subject to varying degrees of Federal 
subsidy support, and might. pose : addition: al problems such as increas- 
ing the intensity of the airline industry’s present surplus aircraft dis- 
posal difficulties. 

As testimony before this committee has already indicated, there is no 
unanimity of opinion in regard to this bill in the industry itself. This 
assumes particular i, a3 in view of the fact that the certific a 
airlines have, relatively unaided, increased airfreight volume some : 
times over 1945 (from 15 million ton-miles to approximately 595 
million), the first full year of airfreight transportation by certificated 

sarriers, to the end of 1959. 

I think it is safe to state, however, that there is unanimity of opin- 
ion in the industry on the following three factors as the principal 
desirable actions by the Government to foster the procurement of 
modern aircargo aircraft. These are, the movement of the Defense 
eet s routine aircargo traffie by civil carriers, with the mili- 

tary fleet limited to the so- -called hard-core 1 equirements, that is, direct 

support of military combat units; the use of air transportation to 
enable the Post Office Department to obtain a more efficient. mail 
distribution system; and Federal financial assistance in the research 
and development needed to produce modern cargo aircraft. 

In the event that this committee decides to give favorable considera- 
tion to 8. 2774, this Departinent has several suggestions which it. be- 
lieves will improve the bill. These suggestions have been made to the 
committee by a letter from the Secretary of Commerce, and I will 
discuss only the principal ones before concluding my remarks 

I think the phrase “newly developed modern civ il aircraft 
in section 2(d) is vague and should be clarified. This defici iency is 
apparent if you attempt to apply this language to specific aircraft. It 
does not appear to be clear to us whether or not this phrase applies to 
aircraft now in the research, development, or production stage. 

Section 3(b)(4) limits to $75 million the total amount. of loans 
which may be guaranteed for a single air carrier. However, there is 
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no limitation on the aggregate amount of the loans which may be 
guar anteed under this program. In this respect the proposal is simi- 
lar to the toan guarantee program approved by Congress in 1957 to aid 
the purchase of equipment by local service air carriers. 

In that case, however, the limited number of carriers involved 
served as a limitation on the total size of the program. In the case 
of the loan guarantee program to aid the railroads, contained in the 
Transportation Act of 1958, Congress enacted an overall limitation 
of $500 million. We believe that the bill is more similar to the rail- 
road program in this respect, and that a limitation ought to be im- 
posed on the aggregate amount of the loans which may be guaranteed. 

Sections 3(b) (5) and (6) of the bill require that the Administrator 
of the Federal Aviation Agency and the Secretary of Defense sep- 
arately certify as to the adequacy of design and performance of air- 
craft to be purchased. We believe that this responsibility should be 
given to a single agency with the requirement that such agency 
consult with and obtain the view of the other interested Government 
departments. 

Accordingly, we recommend that this responsibility be given to the 
Administrator of the FAA, subject to the requirement that he consult 
with and obtain the views of the Secretary of Defense and, because 
of his responsibility in connection with planning for mobilization 
cf our civil air resources in time of national emergency, the Secretary 
of Commerce. 

Section 3(b)(7) requires that the borrower agree in advance to 
allow the Secretary of Defense to take over use of the aircraft in time 
of war, national emergency, or whenever the military situation re- 
quires as cletermined by the Secretary of Defense. At present, the 
allocation of civilian-owned aircraft to military support is a responsi- 
bility of ‘he Secretary of Commerce, and is being carried out by the 
Defense Air Transportation Administration in the Civil Reserve Air 
Fleet (CRAF) program. The allocation of civilian airlift capability 
to military support should not be broken into segments under the 
direction of more than one department. 

This provision gives the Department = Defense allocation authority 
over airlift capability for which it will also be a claimant. The De- 
partment recommends that the proposed bill be modified to indicate 
clearly that aircraft procured under Government guaranteed loans 
may be allocated to the Civil Reserve Air Fleet by the Secretary of 
Commerce. 

Section 4 of the bill would limit the recourse of the Government, in 
case of default by the borrower, to repossession of the aircraft and 
assignment of any insurance claims. <A similar limitation is con- 
tained in the Federal Ship Mortgage Insurance Act, but the pro- 
vision in that act gives the Government discretionary authority to 
limit its security rather than making the limitation mandatory. 

We believe that to assure more adequate protection to the Gov- 
ernment’s interest, it would be better if the provision limiting recourse 
were discretionary as in the Federal Ship Mortgage Insurence Act. 

The Federal ship mortgage insurance program also contains a pro- 
vision requiring that a borrower to be eligible for insurance of a loan 
must possess— 

* * * the ability, experience, financial resources and other qualifications neces- 
Sary to the adequate operation and maintenance of the property. 
59905—60 27 
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We believe that some similar requirement as to the integrity and 
ability of the prospective borrower to insure carrying out the purpose 
of the program ought to be imposed. 

Thank you, Mr. Chairman. 

Senator Monroney. Thank you very much, Mr. Allen. 

I wanted to ask you a few questions. 

Have you some projections—and I’m sure you have, being in the 
Department of Commerce—on the possible future employment over 
the next 5 years in our vast airframe factories? 

Mr. Auten. I think we have, and I would like to request that Mr. 
Holladay of my staff, who is with me, help me on this type of exam- 
ination, 1f that 1s agreeable. 

Senator Monroney. We would like to have that, please. 

(The information requested follows :) 


THE UNDER SECRETARY OF COMMERCE FOR TRANSPORTATION, 
Washington, D.C., March 7, 1960. 
Hon. A. 8S. MONRONEY, 
U.S. Senate, Washington, D.C. 


DEAR SENATOR MONRONEY: During my testimony before the Aviation Subcom- 
inittee on February 17, 1960, you requested that there be submitted for the record 
projections on the possible future employment over the next 5 years in our air- 
frame factories. These projections are attached. 

Since there is a correlation between total employment in overall aircraft 
manufacturing and employment in airframe production, the table shows em- 
ployment in all aircraft and component parts manufacturing, as well as air- 
frame production, actual and estimated for the period 1955 through 1965. Trend 
data are meaningful when they embrace such a relatively long period. 

The estimates of employment for the aircraft manufacturing industry as 
a whole are projections of our estimates for airframe production employment 
based upon the ratio which airframe employment has shown to total aircraft 
manufacturing employment during 1955-59. Since there appears to be little 
evidence of major shifts in the relationships, it is probable that reasonably 
accurate estimates of total aircraft manufacturing employment can thus be 
forecast from employment estimates for the airframe segment alone. 

Many factors, of course, are constantly at work to contribute to variations 
in the total employment picture. For example, a protracted recession or a deep- 
seated depression could affect the labor situation radically. The decline which 
is occurring at the present time is probably due to the decline in demand for 
conventional military aircraft. Moreover, any continued decline in such de- 
mand may or may not be offset by a corresponding increase in the demand for 
commercial-type planes. Carrying capacity of aircraft now being built, in con- 
trast to earlier types, will also affect employment. Transport-type jet air- 
craft now on order have over twice the annual seat-mile capacity of the largest 
piston engine transports in service. 

Another factor of some consequence in the employment pattern is the natural 
incentive of management to manufacture more units of goods per man-hour. 
Automation in the industry is a further trend reducing manpower. While the 
rate of conversion to automation in the airframe industry is not available, it 
is occurring and will probably accelerate. Component parts manufacturing is 
particularly susceptible to automation. While the effect of these forces can- 
not be stated quantitatively, and certainly not projected, they have been and 
will continue to play a major role in determining the actual trend of employ- 
ment in the companies on which our overall estimates are based, as well as other 
companies engaged in airframe manufacturing. 

I trust that this information will be helpful to you and the members of your 
subcommittee. If we can assist further in any way, please let me know. 

Cordially yours, 


JOHN J. ALLEN, JY. 
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Employment in aircraft manufacturing, 1955-65 


{Annual average in thousands] 


Year | Total | Airframe All other | Year | Total Airframe All other 


industry | | industry 

aaa | 

1955 _-- 740.5 466. 6 273.9 | aa 576.0 341. 1 234.9 
1956_- 809. 3 494.4 314.9 || 1962_...__-- 532.7 315. 4 217.3 
1957 -.- S61. 7 522.3 339. 4 eee 458. 5 271.5 187.0 
1958... . 757. 5 456.8 300. 7 1964__.. 404.1 239. 3 164.8 
1959__-- 734.7 | 435.1 299.6 || 1965.....-----| 367. 4 217.6 149.8 
1960. .-- | 647.3 3383. 3 264. 0 


I | 


Sources.—1955-58: Published data, Bureau of Labor Statistics, Department of Labor. 1959: Preliminary 
estimates, Bureau of Labor St: itistics, De partment of Labor. 1960. 65: Estimated by Office of the Under 
Secretary for Transportation, Department of Commerce, on basis of airframe employment estimates sup- 
plied by 4 aircraft manufacturers accounting for approximately 50 percent of airframe employment in 1959, 


Mr. Auten. Mr. Holladay suggests we do not have the figures, but 
would like to supply them if you will give that permission. 

Senator Monronry. U ndoubtedly you saw them before you pre- 
pared this statement. You wouldn’t prepare a statement ‘like this 
without knowing such fact. Give us some rough idea about the future 
of the airframe business. You represent the Department that is 
concerned with our industrial potential. 

Mr. Auten. I think in my own considerations I had in mind the pro- 
gress in the air industry, in the transportation phase of it in the past, 
both as an industry as a whole and in the specific development of air- 
cargo potentialities more recently. 

Senator Monroney. Would you say that the prospect, then, for 
airframe manufacturing looks brighter in the next 5 years than it does 
at the current time / 

Mr. Autien. I would say that the prospect for cargoes to move by 
air in the future is very fine, as indicated by the progress in the past. 
The possibility of selling aircraft de pends upon the use that « can be 
made and the demand for them. 

Therefore, I would say that the entire airplane manufacturing in- 
dustry has bright prospects for cargo airplanes. 

Senator Monroney. You say, of course, on page 3, that the aequisi- 
tion through insured loans, therefore constitutes an unwarranted in- 
terference in private enterprise activities, resulting in a distortion of 
normal competitive relationship, both within the airline industry and 
within the transportation industry as a whole, contains subsidy impli- 

cations where transportation is already subject to Federal subsidy sup- 
port, and might pose additional problems such as increasing the inten- 
sity of the airline industry’s present surplus aircraft disposal facility. 

In other words, what you wish to do, if I read this correctly, par- 
ticularly the last, is to keep us using wornout aircraft, aircraft not 
designed for the purpose, they are put on the line because they are 
hand-me-down passenger craft modified to produce a high cost per 
ton-mile of aircargo, and you view this new innovation of a plane that 
will cut, the cost to carry down by about one-half as an evil. 

You object on the basis that it might be a subsidy, and then further, 
you apparently have not mentioned the apparent health of the air- 


frame industries, on which we depend largely for military base and 
potential in the event of war. 
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pha 


I would like to have you give us some kind of estimation—I'm sure 
you and your staff know something about the projection of employ- 
ment in the airframe industry. 

Mr. Auten. Well, it is rather difficult to answer what I think are 
a series of important questions. 

If I may, I will go first on the matter of now making guaranteed 
loans available when possibly carriers in the business have already 
made arrangements to go ahead without guaranteed loans. 

I think it is true in giving aid to any project we are inclined to sup- 
port the weaker operators as against those strong enough to go without 
aid. That is almost self-evident. 

And if there are carriers in the air industry that can support this 
effort to produce new and modern planes and use them, it would seem 
to me that they are entitled to a consideration against the furnishing 
of competition through Government aid. I think that is an element 
that is involved. 

Senator Monroney. Before you leave that. In other words, you 
feel that if the company is rich enough that they should be able to have 
a market without any consideration for those that are struggling up- 
ward in new systems, and innovations, with desire, hard ‘work. and 
enterprise, to ever achieve this same position where they could 
acquire new aircraft ? 

Mr. Auten. On the contrary. I would say that under our system— 
our economic system, a company that is strong enough competitively 
to achieve success rather than a company that is rich is the one that 
we should favor. 

My recollection, most of the companies in the airplane business 
at present, is that they started from “scratch” rather than starting as 
rich companies. 

Senator Monronry. Most of them started, as you perhans well 
know, because you were in Congress, with vast Government subsidies; 
even one of the richest, Pan American, which had perhaps the largest 
amount of subsidies aheed into its operation, only last year finally 
roto ‘F subsidies. 

So I wouldn't say—although they have a capital structure sufficient 
to permit them to purchase these aircraft, or any aircraft they might 
find available on the market, that a small company coming up with a 
long record of innovation and successful operation with obsolete 
and antequated planes, then because they do not have that capital strue- 
ture they should be denied any Government-insured loans. 

Is that your position ? 

Mr. Auten. I would prefer that any industry, including the air 
industry, get along without Government assistance if that seems to 
be a course that can be followed. Before I would start a Govern- 
ment assistance program, I would exhaust the possibilities otherwise. 

Here where the Government is both in the position of being a poten- 
tial assistant in the subsidy or guaranteed loan, or other fields, and is 
also a procurer of transportation service, it would seem to me that the 
Government would be well advised to exhaust its possibilities in the 
procurement field before it goes into the lending field. 

After all these loans are supposed to be repaid. Unless the cargo 
carrying business is available, the loans aren’t goin to be repaid. 
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That is as you probably know, a situation that we have met in the 
tanker industry, the oceanborne commerce. 

Senator Monronry. But you are not generally against the subsi- 
dies, are you ¢ 

Mr. Auten. It depends on what you are buying with them. I think 
when the Government needs something and it isn’t going to come 
without Government money, then you face up to the alternative of 
how you get what you need. 

Senator Monroney. I believe you support and will support for 1 
before the ela Committee shortly, if you haven't alre: ‘= 
testified, a figure around $350 million for subsidies for oceangoing 
transportation. 

Mr. Auten. Yes, I do, and for the reason, the specific reason there 
that the merchant ships are an integral part of the Navy service in 
wartime, and I would no more have a foreign-manned merchant 
marine than I would have a foreign-manned American Navy. 

Senator Monronery. You think, then, modern aircargo aircraft are 
not. as important as oceangoing vessels; is that correct 4 

Mr. Auten. On the contrary. Each is of paramount import: ince in 
the field that it is needed—the field of service in which it is needed. 
The oceangoing vessels, we know we aren't going to have vessels built 
here that can be procured in foreign areas and have them compete 
against the cheaper foreign vessels unless we have an arrangement 
where the cost to the American operator is on a parity with the 
foreigner. 

Senator Monroney. All right. As Assistant Secretary of Com- 
merce for Transportation, can you give me the manufac turer of any 
American-made aircraft that is capable of competing with present 
foreign-made aircraft that are now available and being sold to the 
American-flag lines ? 

Mr. Auten. Well, I would sort of hazard a guess that any of the 
large American manufacturers, if they had the orders, could compete 
on price and quality. 

Senator Monronry. You certainly know the plane the American 
buyer is now buying, are foreign made planes in the all-cargo 
category. 

Mr. Auten. That is true. 

Senator Monronry. They are being sold to American companies 
because the governments of these countries are interested in getting 
their planes in use and developing these planes with government 
financial guarantees—guarantees far more liberal than this bill con- 
tain. 

And they will sell to American users these modern cargo planes 
which will produce a rate of approximately half the present rate, 
while America does not now have any cargo plane in production, and 
none projected unless there is some kind of Government assistance, 
such as is provided for in this bill. 

Now what is the difference in modernizing—the requirement to mod- 
ernize our ocean transport and on the other hand being ee ely 
unconcerned and in a position of opposition to modernizing our air- 

cargo fleet ? 
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Mr. Auuen. I think it is a different situation, both in time and in 
the actual facts involved in the competitive situations of a variety of 
countries. 

Senator Monroney. For example, though, we will never, perhaps 
be able to lower the cost by American-made ships, no matter how 
much subsidy we give to a point where it is below in cost of operation 
and in maintenance and in original purchase of our competition over- 
seas. But here we have an opportunity according to the testimony 
to produce an American-made plane that can cut the cost of aircargo 
transportation by just about half. 

Now, the cost of operation then is not even subsidized. You spend 
hundreds of millions of dollars on the subsidy of operation of the 
surface transport by water. 

I find it hard to find you so adamantly opposed to modernization 
in one field, which is dynamic, which offers a foreign market to the 
planes so developed, and still be wedded to the merchant marine, 
which I support, although I have no definite State or local interest 
in it. 

Mr. Auten. I think my own view would be that [ support each with 
equal vigor. I talk more about merchant marine, because I know 
more about it probably, but as to the desire and the need to have a very 
fine aircargo fleet, equal or better than those of other nations, I put 
that desire in the same category as having a sufficient merchant fleet, 
equal or better. 

Senator Monroney. But you do not support it 7 

Mr. Auten. If the conditions were the same we would do the same. 

Senator Monroney. Do you think we are meeting foreign com- 
petition when across the border in Canada a plane can be sold that 
is at a reasonable price, financed over a 10-year period, with a down- 
payment of 20 percent, while our airframe manufacturers and the 
airlines that have testified say there is no such plane to begin with 
available, and no terms comparable whatever to this for the ownership 
of these airplanes ? 

Mr. Auuen. I have heard no request from any American operator 
that he be given Government aid so as to reduce the price that he has 
to pay for an American plane to the price that this foreign competitor 
has to pay. 

Senator Monroney. This is the steamship operator that is doing 
that. 

Mr. Aten. Certainly. 

Senator Monroney. All] the American operator is asking, on terms 
somewhat equivalent at least, and still not meeting the competition 
to the north, or competition of Europe—all they are asking is the 
privilege to buy these planes on the same terms, guaranteed by his 
Government the same as the Government of Canada and the Govern- 
ment of Great Britain will guarantee at the sale of their planes to 
American operators. 

Mr. Auten. I think that is true in essence, but the subsidy of it, the 
subsidization of the builder, the labor in the building industry, which 
is the construction subsidy in the merchant marine, is not needed on 
the same basis in the airplane industry because there isn’t the differen- 
tial. 
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Senator Monroney. And it is not being asked, is it, in this case? 

Mr. Auten. No; that is the reason 

Senator Monroney. But you are against the one mechanism, I don’t 
think it is a subsidy, you can say it is a subsidy if you wish "and we 
won't argue about it—but we are only asking for equal terms or nearly 
equal terms of what these planes are being “sold to our own operators 
by foreign governments. 

Why does the Commerce Department feel that modern sea trans- 
portation is so much more important than modern air transportation ? 

Mr. ALLEN. Well, all I can say, it doesn’t. 

Senator Monronry. Well, you are opposing, and offering no new 
solutions at all. In fact all of the solutions you offer have been the 
things that this committee has been pushing for for about 3 years. 

Mr. ALLEN. That is true. 

Senator Monronry. It looks as though these things are coming 
through, where the diversion of military cargo will be put on route 
structures by American-flag lines. 

Secondly, that the air transportation by first-class mail, which this 
committee is also concerned with and has been for a number of years, 
and the Federal financial assistance for research and development, 
needed to produce a modern cargo aircraft, we have been doing that 
for years. 

The milit: ary develops a motor, and this motor is very useful in the 
commercial passenger field. We hope if we ever get an airframe it 
might be usable in the aircargo field. 

Mr. AuLeN. It is our opinion that if those things that have been 
coming along now come to fruition, that the ability of the industry 
to exp: and wo because things are expanding transportationwise, and 
the change, or the implementation of these things toward which we 
have been moving occurs, and possibly if one or two lines get a supe- 
rior plane that is competitive with those who don’t have it, then we 
believe that this desirable situation of getting a good modern, newly 
developed cargo plane in the air will occur, w ithout guaranteed loans. 

If it doesn’t, then we can face up to the situation of what we are 
going to do next when we know it won't work. 

Senator Monronry. You mean after the world market has been 
covered by others, 

Cluttered by other countries; it must always be second class in 
competition ? 

Mr. Auten. We doubt that that will happen. We doubt that the 
American businessman is second class to any businessman in the world. 

Senator Monronry. We have had some of the largest airframe man- 
ufacturers testify, that they do not see any market for this plane unless 
there is a Government-insured loan. Therefore, they are not building 
them today, they are only in the blueprint stage. They cannot produce 
having drained their resources drastically to produce the passenger 
jets. Some companies are involved with as much as $250 million of 
their capital structure to produce these passenger planes They are 
not ready to take another bath, or another investment of $100 or 
$200 million for a market that today is uncertain, and they admit 
these present companies that would be in the market for these will not 
go into the aireargo field with new air transport under their present 
financial conditions. 
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Mr. AtieN. Well, I suppose it is just the difference of opinion as 
to what the future holds for this industry. 

Our opinion always comes back to the point, we are not ready at 
this point to say the Government-guaranteed loans are the answer to 
what would seem to be a requirement that there be a market for the 
service that these planes could perform. 

Senator Monronry. There has been a great. deal of testimony that 
there is a market for it—for the services, if you have the plane. 

Now the plane is being designed, and is being bought by American 
operators, but it is coming from Canada because the terms are far 
more favorable on obtaining a purchase plan than our airframe manu- 
facturers can offer, mainly because the guarantees in Canada and 
Europe are coming from the Government, ‘and in this countr v we find 
the Department of Commerce, an agency of Government supposed to 
foster new development and primacy of our commercial operations, 
opposed to meeting that competition. 

Mr. Auten. Well, I suppose it is hard to determine whether those 
aircraft would have been purchased had there been no guaranteed loan 
available. I suppose if one is available, any purchaser is likely to 
take it in order to keep the rest of his credit free. 

I’m not at all convinced that the plane wouldn’t have been sold 
without the guarantee, at least in some instances. 

Senator Monroney. The operators that testified said they could 
not have been bought. These have been bought first by those who 
are in the all-cargo field. 

Do you know any of the operators in the all-cargo field that are in 
this well-fixed financial position, you assume the airline industry to 
be in? 

Mr. Aten. I don’t think—TI haven’t followed the testimony that 
closely, and I’m not sure. 

Senator Monroney. Your aids in the Department of Commerce, 
Transportation Branch, must know something of the health of the 
all-cargo industry. I would like to have your assistant it to us. 

Mr. Auten. Mr. Holladay mentions Flying Tigers. I don’t know 
whether they have testified yet. 

Senator Monronry. They are appearing today, and they are ap- 
pearing against this bill. 

Mr. ALLEN. That might be the answer to the question, to me. 

Senator Monroney. But they have taken advantage of the 
Canadair’s financing guarantees for long-term loans. 

Mr, Auten. I would be inclined to take advantage of them if they 
are available, but I might not need them. 

Senator Monroney. What is going to be the future of the Amer- 
ican-made aircraft on the airlines of the world if we sit here and 
waint for this market to be captured at a rate one-half the present 
cost ? 

Mr. Au.en. I think they will take the means to put themselves in 
the competitive position without Government aid, as soon as the 
Government aid proposition is settled. 

Senator Monroney. So far as you know, then, Tigers is the only 
one that is making money ? 

Mr. Auten. I don’t know that they are. 
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Senator Monroney. I don’t know either. We heard about $6 or $7 
or $10 million losses from the others, and we will be favored today by 
the testimony of Mr. Prescott. If he is in a big profit position, he will 
be the only one that has testified here that is, in the all-cargo field. 

Of course in the combination carriers, they have been earning vast 
sums of money, at nearly 5200 million a year—over $2 billion a year 
gross revenue, most of ‘which, $17 out of passenger, and $1 out of 
cargo. 

So their position is as passenger carriers, 17 to 1, and the develop- 
ment of aircargo, at least has been held back to a degree inconsistent 
with any other ‘form of transportation hasn't it 4 

Mr. Auten. I would hazard sort of an opinion without having a 
good basis for it, that the passenger field was developed first because 
it W as opportune and the easiest to develop. 

I would look to a good deal more attention to be paid to the cargo 
field by those carriers s than has been the ease in the past. 

Senator Monroney. Do you think they could do it without modern 
argo aircraft ? 

Mr. Auten. No; but I think they can do it without Government 
guaranteed loans. 

Senator Monroney. That is a question that is open for debate, of 
course. The fact is that no evidence has been shown by any of the testi- 
mony of airplane manufacturers, that there is interest in the aircraft, 
unless there is a guaranteed loan. 

Mr. AutLen. I think the cargo is in sight. 

Senator Monroney. The cargo is in sight—at double the rate it 
can be produced, makes a difference too, doesn’t it, in the cargo avail- 
able ¢ 

(Mr. Allen, no response. ) 

Senator Monroney. In the point. you make, disposing of the airline 
industry’s surplus aircraft is dificult. This suggests the Commerce De- 
partment and the Transportation Department, is more concerned with 
the writedowns of present old equipment than it is in the devlopment 
of new and more modern types of equipment capable of producing 
a vast airlift yield ? 

Mr. Auten. Well, I think it is a matter of economics. I confess 
I’m not too learned in that field, but it would seem to me that in the 
shortrun operation it is of value to the economy of the country to 
use up whatever resource is available. Against that you have a long- 
run position of developing a type of transport that is more efficient 
and in the long run more economical. 

The balance that. is struck between the two positions would depend 
I suppose, or would vary I suppose, between the operators that are 
concerned, and I think that shortrun consideration is one that each 
operator would have in mind in the decision as to when and to what 
extent he should buy new planes. 

Senator Monroney. But you are advocating from the Department 
of Commerce an economy that would be based on a wear-it-out, use-it- 
up, make-it-do philosophy, rather than modernization, and reequip- 
ment. 

Now, if this is the statement that represents the policy of the De- 
partment of Commerce, I wish you would let. us make it clear in the 
record. 











422 LOANS TO CERTAIN AIR CARRIERS 

Mr. Atren. I think the statement I just made is the policy of the 
Department, rather than the statement that the Senator just made. 

Senator Monroney. I am concerned, because you are the top man 
in transportation, and you asked for the authority, you differed with 
the bill, because it. cuts around the Department of Commerce on the 
right of the Secretary of Defense to commandeer that plane when he 
needs it for emergency. 

Mr. Auten. If I might say on that point, it is not so much the 
criticism of the Secretary of Defense, or the Administrator, or a 
concern of the Department, as much as it is that there should be one 
place where the decision and the handling of that situation should 
be had. 

Senator Monroney. This does provide one place. It provides the 
Secretary of Defense, who knows his needs for airlift—yet you ask 
us to put it back in the Department of Commerce when the Depart- 
ment of Commerce says they are not interested until we use up and 
wear out the present surplus aircraft that is obsolete, ineflicient, and 
generally incapable of flying the oceans nonstop. 

Mr. Auten. I don’t think that is in the statement, Senator. 

Senator Monronry. Well, you say, it might pose additional prob- 
lems such as increasing the intensity of the airline industry’s present 
surplus aircraft disposal difficulties. 

This is one of the four principal objections that you made against 
the bill. 

Then in the last part of your statement you say, you want this 
airlift to be controlled by the Secretary of Commerce under his de- 
fense transportation field. Yet the Department of Defense testified 
that they had less than 30 planes that could fly the ocean nonstop in 
their present MATS fleet, and they knew of no planes in the com- 
mercial! fleet that could fly the ocean nonstop, or could carry any kind 
of reasonable lift abroad to support even a limited war. 

Mr. Atten. To go back to the first quotation that you made. 

That was one of the considerations we had for urging the commit- 
tee should not pass the bill, but with regard to putting the authority 
to allocate commercial aircraft to defense purposes, we made the 
point that if the committee does recommend the bill, that then they 
should put the control of this segment of the commercial fleet into 
the same agency that has contro over the other segments of the fleet. 

In other words, it would be a very poor situation in our opinion 
to have two segments of the commercial fleet subject to two different 
controls. 

Senator Monroney. As the agency that would control the emer- 
gency airlift, are you satisfied that we have the proper equipment 
today, and that we are not in grave danger of having no capable lift 
in meeting a limited war ? 

Mr. Auten. Well, I think I would separate the question. 

I think the control of the present fleet, and the mechanism set up 
to make the present fleet available for military use is a good one. 

As to the number of planes, there I think the fleet ought to be 
developed. And the third point is, I think it ought to be developed 
by first the attention to the procurement of cargoes, rather than the 
guarantee of loans with no cargoes in sight. 





Yr 
oe 


( 
] 
1 
( 


in 


Id 


ne 


sk 


‘d 
id 


b- 
nt 


it - 
ty 
he 
ey 
to 
PT. 
On 
nt 


y'- 
nt 
ft 


up 
be 


ed 


he 


LOANS TO CERTAIN AIR CARRIERS 423 


Senator Monronry. But then we are going to wait until we wear 
out all the old planes that will produce a 23 cents a ton-mile, instead 
of having planes that will produce 10 cents a ton-mile rate. How are 
you going to get this cargo 4 
' Mr. Atuen. I would doubt that the industry would wait that long, 
particularly 1f some membe rs of the in ‘nihantan decided to go ahead 

Senator Monroney. So they go to Canada to buy it, because they 
get the terms in Canada that they don’t get here. I can’t follow the 
logic, but 1 won’t belabor this any more. 

Do you reconcile, or can you reconcile the point of view expressed 
by the Department of Defense with that testified here by the FAA and 
the Civil Aeronautics Board, both of whom have been highly en- 
thusiastic in their endorsement of this bill? 

Mr. Auten. I don’t think we can. 

Senator Monroney. Can you reconcile the Department of Defense 
testimony ¢ 

Mr. Auten. No; I think in Commerce, we have consistently urged 
the Defense Department, I believe they should make greater use of 
common carrier facilities for the type of carriage that the common 
carriage is suitable to handle than they have. 

1 think the Department, or at least the elements in it, have favored 
the operation to a greater extent than we have of Defense owned and 
controlled facilities. The difference of opinion there is one of de- 
gree, and it varies with regard to modes of travel. 

I would hazard the opinion that in the development of the seaborne 
lift that the military sea transportation service has devoted 2n in- 
creasing proportion of cargo to common carriage, Where in the MATS 
operation the tendency may have been otherwise. 

Senator Monroney. But we could use the old wornout Liberty ships 
for this carriage, leasing them out to private operators, and would have 
had the bottoms in which to move the cargo, wouldn’t we? 

Mr. Auten. It would be like leasing a 1920 Ford to a modern taxi- 

‘ab company, and sending him out to see what he could gather. 

Senator Monronry. Aren’t you familiar with the difference in the 
cost per ton-mile and the operational lift and all of the modern air- 
planes we are talking about, from an all-cargo plane against these 
uses of the surplus aircraft which you feel is so important as a part 
of your opposition to the Government-insured loan ? 

Mr. Auten. I think the chairman emphasizes the use of the worn- 
out aircraft more than I do. 

I do not believe that that would be the situation. But I think there 
is a timing that is to be taken into consideration by the operators, in 
the substitution of new craft for old, and that would control, even if 
the guaranteed loans were available, and he was faced with a matter of 
keeping his balance sheet in proper condition. 

Senator Moxroney. I wish you would elaborate on this, the loan 
would therefore constitute an unwarranted interference in private 
enterprise activities. We don’t compel anybody to take advantage 
of this Government-insured loan. 

Mr. Auuen. Well, I think to oversimplify it, we would make 
possible for a weaker competitor to pass a strong competitor, because 
it would be the Government and the weaker man against the one who 
had gone up without Government help. 
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Senator Monroney. Let’s not say without Government help, be- 
cause the subsidies have gone to the two airline companies that are 
perhaps capable of going into the market on their own financial state- 
ment and buying aire raft today of this modern design, they got there 
with a considerable amount of Government subsidy, including vast 
amounts of Government loans from the RFC. 

So it is just a question of which one was aided, and when. The 
ones that are coming on lately haven’t been aided a nickel’s worth— 
these are the all-cargo carriers. Yet your giants of the aviation indus- 
try have gotten where they are by vast amounts of Government sub- 
sidies and by vast amounts of direct Government loans. 

Are we to protect them with an economy scarcity, with an economy 
of compelled obsolescence for the lesser operators, because through 
Government assistance these men have been able to get there at a 
present commanding position through Government help ? 

Mr. Auten. I suppose it is hard to fix a cutoff date, or to agree on 
what is and what isn’t a subsidy. 

Under the present circumstances, I think that we would approach 
this, treating all in the same fashion, with the same Government pro- 
gram, not giving a program that some need and some don’t at the 
moment. 

Senator Monroney. At best you see no urgency for modern airlift 
equipment that would be of great help to our - Department of Defense, 
is that correct ? 

Mr. ALLen. We see no present necessity for a guaranteed loan pro- 
gram to accomplish a very desirable improvement in planes for air- 
cargo carriage. 

Senator Monroney. Your position is that the natural growth of air- 
cargo will eventually give us, under the increase of this eargo—will 
eventually give us the airlift that will be so essential in the event of 
war as an auxiliary to our defense forces, is that correct ? 

Mr. Auien. That is correct, and that it will be augmented as the 
Government adds to the cargo by a change in its procurement policies. 

Sen: itor Monroney. So it must be a slow growth, or a growth, let us 
not say “slow,” even if we do not get the bill, we hope it will be rapid. 

Mr. Aten. I would think that it would approximate the growth of 
the last 10 years, over the next 10 years. 

Senator Monroney. You know what that is, don’t you ? 

Mr. Auten. I think that was 39 times. 

Senator Monroney. It started from a very small base, and it is still 
pretty small, when it is only $1 of revenue earned in cargo out of $17 
earned in passenger—it still is a very small part of the scheduled 
airline revenue earnings. 

Mr. Atuen. If it is 39 times the present base in the next 10 years, 
the progression, geometrical, 40 years from now it will be quite sub- 
sts intial. I don’t think we have to wait—— 

Senator Monronry. I hope we don’t have to wait 40 years before 
we have some kind of an auxiliary airlift, because I for one consider 
the gap in transportation by air as important as I do the missile gap 
that we have; that is—we have had General Ridgway, former Chief of 
Staff of the Army, we have had Gen. Maxwell Taylor, ( Chief of Staff 
of the Army, both resigned, years ahead of their retirement date be- 
cause they could not carry out the responsibility they had for the 
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Army with the lack of mobility to reach trouble spots within a short 
time. 

We have had General Gavin of the Planning and Policy Section 
resign, because of the impossibility to move our forces rapidly any - 
where in the world with the logistical supply line maintained by air. 

No we must wait for the slow, gradual accumulation, under the 
present system, without any concern of the Government, even to the 
small degree Government-insured loans would help, before we correct 
this situtation that these great generals have thought so important 
that they gave up a lifetime of service because they couldn’t fulfill, 
responsibilities they were charged with. 

Mr. Aten. Our opinion of the progress that the industry will make 
without Government assistance is very high. I doubt the progress 
will be slow. 

Senator Monroney. I still go back to asking you to name me any 
one airframe manufacturer in the United States that will produc ea 
plane available to American or world carriers within the next 3 years 
without Government-guaranteed loans. 

Mr. ALLEN. Well, I won’t attempt to do that. But I must point 
out if they were in position to do exactly that, they wouldn’t have any 
customers unless there was someone who had the cargoes to move 
in prospect. 

Senator Monroney. You supported—the Department supported the 
railroad guarantee loan, did they not, as I reeall 4 

Mr. Auten. That was before my time. I think they did. 

Senator Monroney. It is my understanding that they did. 

You recommend that $500 million overall limitation be written into 
the bill ? 

Mr. AuLen. Not necessarily that figure, but the committee should 
consider a limitation and put one in. 

Senator Monroney. Several witnesses testified to that. I believe 
they testified, even the FAA is very strong in support of this bill, and 
it is a very valuable suggestion which I think the Congress should 
take cognizance of. 

Senator Thurmond ¢ 

Senator THurmonp. Thank you, Mr. Chairman. 

Mr. Allen, I noticed on page 3 you made the statement there, 
there is no unanimity of opinion in regard to this bill in the industry 
itself. 

From the information I have received, that seems to be correct. 

[ noticed, since the certificated airlines relatively unaided have 
increased airfreight volume some 39 times over 1946, the first full year 
of airfreight transportation by certificated carriers, to the end of i959, 
with an increase in ton-miles of 15 million, to 595 million, is it not 
your opinion that they can meet this obligation without injecting the 
Government into this matter ? 

Mr. Auten. That is our opinion, and this is the type of trend that 
gives suppor ito it. 

Senator THurmonp. Our Federal Government now is being called 
upon to enter almost every field of activity. Since the session this year 
has opened, we have gone into the field of juvenile delinquency Vv. we 
have gone into the field of Federal aid to education, we are going into 
practically every field which was not conceived by the authors of the 











426 LOANS TO CERTAIN AIR CARRIERS 


Constitution, and which I think is in violation of the Constitution, 
In my opinion all we can keep t the Government out of, the better. 

I think that we need to withdraw the Government from so many 
fields, rather than inject the Government into so many fields 

Now, I realize that with the deadly enemy we are facing, com- 
munism, we must be prepared, and I share with our able and dis- 
tinguished chairman his thoughts along this line of having the planes 
ready. But to my way of thinking, and from the information I have 
received, the airlines can handle this matter without guaranteed Gov- 
ernment loans. Is that your opinion ¢ 

Mr. Auten. At oo it is our opinion that we haven't reached the 
point at which we can say they cannot. I think that they will go 
ahead without guar: antabe loans and develop this cargo business and 
the planes to carry it. 

Senator Trurmonp. Is it your opinion that an airline that has the 
ability, the experience, the financial resources, and the other quali- 
fications necessary to the adequate operation and maintenance of 
properties, can receive financing on its own without injecting the 
Government into this matter ¢ 

Mr. Atuen. I think that is true, at least as to some of the airlines 
that are involved, but I don’t know, I don’t think one ever knows 
until there has been an opportunity to see a program work in private 
industry. 

I see little difference in some ways between the air carriage indus- 
try and the other developments, whether it is rail, highway, or water, 
over the past many years. I think they have all come up as the need 
for their services develops, and I would look to see the airlines—the 
aireargo service develop similarly. 

Senator TrurmMonp. Would it be a sound investment for the Gov- 
ernment to guarantee a loan to a company that does not have the 
ability, and the experienc e, and financial resources, and so forth ? 

Mr. Aten. Obviously it wouldn’t be a good investment. 

Senator THurmonp. Some company might be able to go into the 
business, or continue in the business, if the Government does stand 
behind it, but doesn’t that signify such a weakness that it would be 
a very hazardous investment for the Government to undertake / 

Mr. Auien. If the Government were investing for that reason, i 
would be indicated that the Government should not invest. 

It would seem to me that the guaranteed loan program type of 
investment is one that might be considered as an alternative to some 
other means of getting into existence a facility that the Government 
had decided it must have in existence. 

But we haven't come to the point where we are faced with that 
alternative yet, because there may be, and we believe there are, the 
possibilities of br inging the desir able aircargo fleet into existence with- 
out a Government-guaranteed loan program. 

Senator Trurmonp. If we were facing an emergency, where we 
absolutely had to have more cargo, by lines that could not finance 
themselves, and the very survival of this Nation dependent upon it, 
that would be oné thing. 

ut in your opinion have we reached that point ? 

Mr. Auuen. No, I agree both ways. That would be the one thing, 

and we haven't reached that point. 











ie 
‘O 








LOANS TO CERTAIN AIR CARRIERS 427 


Senator Tuurmonp. There are some people in this country that 
would cut MATS tor ibbons. In my opinion, it is important to main- 
tain MATS on a reasonable basis. 

MATS can go into a conibeal area. The commercial line cannot be 
forced to go into a combat area. 

if we should have a limited war, that has been referred to here, 
we have got to have planes that can take the troops right into the 
combat area and drop them right there where they will be needed 
immediately, and not drop them hundreds of miles away and have to 
then transport them to the area. It might then be too late. 

If we are going to prevent limited wars, in my opinion we have got 
to act without del: ay, we have got to get the troops there without del: LY, 
otherwise the war may be underway. 

Do you feel that by the Government guaranteeing loans, as is pro- 
posed in this bill, that it would accomplish any more than can now be 
done under the law 4 

Mr. Auten. Well, I suppose if you make credit easier, more people 
can buy, but our position is that at the present time credit should not 
be made easier for any reason of emergency, and that the normal 
channels of credit should be used, and the industry should proceed in 
financing itself without Government assistance. 

Senator THurmonp. The Government can’t go into every phase of 
activ ity to he Ip people who might want to enter some business, sunply 
because they might want to enter the business. 

We are getting away from the foundations on which this country 
was founded, the very basic structure, when we inject the Govern- 
ment into every phase of activity. 

Unless there is some defense need, the survival of the Nation, then 
I know of no authority to inject the Government into all of these 
different matters. 

Furthermore, I think it is unsound business to do so. 

Our structure of free enterprise system in this country is built on 
the theory of competition. Sure, some are going to fail. People in 
all phases of business fail. ‘That is natural, that is expected—but that 
is the theory on which our system of government is built. 

Our system of private enterprise is built on competition, and unless 
there is some emergency, where the life of the Nation is at stake, then 
I would see no need to Inject the Government into a field simply to aid 
certain companies to go into business. 

Do you agree with that ? 

Mr. Auien. Yes. Our philosophy is always to give private enter- 
prise its maximum opportunity, 

Senator THurmonp. I can understand if MATS is going to be cut 
to ribbons in this country, and we are not going to have military trans- 
port to get these troops to places, that the Defense Department would 
naturally cling to any idea of providing planes to get their troops 
there, but as I stated, commercial planes don’t go into combat areas. I 
think it is essential that MATS be maintained on a reasonable basis 
to take care of that phase of the matter. 

I further feel we must have cargo, and I agree with our distin- 
guished chairman, we must have cargo planes ready and available, 
and they must not be planes “in the making,” they ought to be “in 
being,” so they can be used, but it is my opinion, and from the infor- 
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mation I have obtained in some contacts I have made that these planes 
can be made available without injecting the Government into the loan 
business as is provided here. 

Do you agree with that? 

Mr. ALuEN. Yes. 

Senator Tuurmonp. Thank you, Mr. Chairman. 

Senator Monroney. I wanted to ask one or two more questions. 

You advocate Federal financial assistance and research and devolp- 
ment is needed to produce modern aircraft. What is the figure you 
would recommend on appropriations for this matter 4 

Mr. Aten. I think it was more a matter of priority, that the re- 
search and development should come ahead of any consideration of 
the cargo loan program. 

Senator Monronery. We had two figures on this for modern cargo 
planes, one in the neighborhood of $70 million, and the other in the 
neighborhood of $50 million, and the Air Force recommends some- 
thing i in the neighborhood of $200 million. 

Do you think this cost of research and development, if put out in 
that way, would be less expensive than the losses you might incur on 
an insured loan program where the operator has a 25-percent equity 
the first year, and it increases by 10 percent a year as he amortizes 
his loan ? 

Mr. Atiten. Well, I don’t have any opinion as to the amount of 
research and development money that would be involved. 

I can’t make any comparison. The other phase of it, I doubt, as I 
have said—that cargo loan provision or program is desirable at this 
time, regardless. 

Senator Monroney. Who would develop this? What are your ideas 
as to that? Would the FAA or CAB, or Secretary of Commerce de- 
velop this, hand out this contract for development to one company, 
or how would they work that ? 

Mr. Auten. I think the suggestion has been that the Defense De- 
partment will operate it. 

Senator Monroney. But you don’t favor taking defense money to 
develop a civilian cargo plan, do you? 

Mr. Auten. The proposal, as I understand it, was that they should 
develop a plane suitable for both, and as to most military cargoes, I 
believe the same plane is suitable to both. 

Senator Monroney. Can you name one that has been—that the 
military developed ? 

Mr. Auten. No, I was saying the cargo, sir 

Senator Monroney. I am talking about ¢: rgo aircraft. They have 
developed a whole family of cargo planes— all of which have to 
be designed for specific military usages, and when they get that mili- 
tary design completely ine orporated in it, as an uncompromised mili- 
tary plane, it makes the cost of operation so high that a civilian 
operator would run away from it. 

Mr. Auien. My opinion is that most military cargoes, the great 
tonnage of cargoes can be handled in just the same fashion as com- 
mercial cargo, it is thes same type of thing. 

T will put it this way: The commercial plane can handle a great 
percentage of commercial cargoes or military cargoes without any 
difference in method of handling. 
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Senator Monroney. | agree with that. 

Mr. Auten. A plane that is a good cargo-carrying plane for commer- 
cial purposes, has an equal value for that type of carriage for military 
purposes. 

Senator Monroney. That is true, and I think there is a place for a 
common workhorse plane, but by the time the generals have gotten 
through in providing capability of landing at the South Pole, and 
doing an airdrop at 30,000 feet over Berlin, and landing on a beach- 
head, the usefulness of that plane for commercial purposes has been 
pretty well dissipated. 

This is why we felt it was necessary to bring together the civilian 
and the military into an agreement on the requirements for this par- 
ticular type of common workhorse plane. 

Mr. ALLEN. I would anticipate that the industry itself would make 
a contribution to prevent that delay. 

Senator Monroney. I see Senator Engle is here. Did you care to ask 
any questions ¢ 

Senator Eneie. I am sorry, Mr. Chairman, I missed the early stages 
of this hearing, because of a hearing on a bill of which I am the author 
down in the Merchant Marine Subcommittee, but my attention is 
attracted to the statement made by the Secretary on page 2, in which 
he says: 

It seems reasonably clear to us that before any measures such as a guaranteed 
loan program is undertaken by the Government, to encourage the purchase by in- 
dustry of cargo aircraft, there should be a program for development of eco- 
nomical cargo aircraft suitable for both military and commercial use. 

May I ask whether or not you are in a position to be more specific 
about what you think should be done. In testimony which preceded 
yours, it appeared that we had not as yet developed this particular air- 
plane. In fact, from the testimony that has occurred before, it ap- 
pears that we may have to have at least three airplanes: we may have 
to have an airplane first that will take care of the outsized military 
cargo, that has the capability of landing on unprepared fields and 
getting off of short fields, that has characteristics that are wholly in- 
consistent with a civilian-type cargo plane, and if incorporated in a 
sort of crossbreed would tie in economic factors that would be preju- 
dicial to the civilian cargo carrier. 

The second type would be the type of cargo carrier that could handle 
ordinary civilian-type cargo, and perhaps a major portion of the 
civilian-type goods that are carried by MATS, but it would be a plane 
that. would operate off of prepared runways, and would not. be re- 
quired to have the short takeoff capabilities that are required in some 
of these military airplanes. 

Those two latter compromises—that is, with reference to short field 
takeoff, and unprepared fields—are the two that it appears places un- 
acceptable economic handicaps upon the civilian-type carrier. 

And then the third would be the cargo plane that would be usable 
very largely in the short-haul freight cargo, rather than the long-haul 
and the overseas 

So there are some extensive problems in connection with that prob- 
lem. and T suggested that we may be getting the eart before the meals 
that is, we are undertaking to write a guaranteed loan program for : 
nonexistent airplane, and that doesn’t seem very sensible to me. 
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So what concerns me is whether or not the Government is willing 
to step into this field and help them develop the kind of cargo plane 
that we will need. 

Do you think that the administration would be willing to step in on 
some basis to make the available development funds ? 

Mr. Atien. I think there was a proposal within the week from the 
administration that a program of that sort should be undertaken. 

Senator Encie. You say you think there will be a proposal within 
a week ? 

Mr. Atuten. There was a proposal. It seems to me there was a pro- 
posal that came in connection with the MATS program. 

Senator Eneie. That is correct, they talked about it, but it hasn’t 
been implemented on a specific basis. 

Now, that is what I am asking about. Do you know of any pro- 
gram to implement it on a specific basis? 

Mr. AuLen. No. 1[ think the general policy has been made within 
the last few days, but the program implement: ition has not been laid 
out. That would be my expectation, although it is in a field of which I 
have no more know ledge than you. 


Senator Encie. The reason I am asking a tbout it is because, about 
the specific p roposal, if any, is because if the Department of Defense, 
for instance, Is given the green light to go ahead and develop a mili- 


tary aircrago plane, meeting the spec ifications that we have talked 
about, we may end up with an airplane that is really not suitable for 
the civilian-type carrier work, if the specifications on such an airplane 
call for short field takeoff, and unprepared field operations, and per- 
haps even the troop carrier matter that the chairman has referred to. 

We may find $150 or $200 million done in development work that 
very largely is not helpful in developing the civilian-type carrier. 
That is the reason I asked if that proposition has gone far enough so 
we know what they are going to ask for. 

If they are going to ask for an airplane that could take up a good 
piece of the MATS operation, as suggested in this very good report 
that was filed, and would be helpful in the civilian aircargo field, I 
can see how we would be making some progress at least in that phase 
of the case. But you are not prepared to say now specifically what 
they intend to do about it, because it does not fall within your particu- 
lar field of operations ? 

Mr. Atten. That is true, although I would be of the opinion that 
the plane to be worked out would be the type that you mention that is 
aut - ‘ast the acceptable—wholly acceptable for commercial purposes. 

I doubt any compromises would destroy its commercial value, but 
I think the program is in part to accomplish that sort of a program 
for a commercial plane development. 

Selatiok Enoaie. That isall, Mr. Chairman. 

Senator TrHurmonp. That is all. Thank you, Mr. Chairman. 

Senator Monroney. That you, Mr. Secretary, for your appearance 
here. 

Mr. Auten. Thank you. 

Senator Monroney. If you have further data projection of the air- 
frame company employment over the next 5-year period I wish you 
would submit it as a supplement to the record. 

Mr. Auten. Yes, sir, 
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Senator Monroney. For your information, we had testimony from 
the FAA that the employment would drop from 25,000 in a definite 
company unidentified, 25,000 today, to 1,500 in this same plane at the 
end of 5 years under their present projection of airframe orde rs, none 
are expec ‘ted to be placed, on present type of aireraft. 

Our next witness is the Honorable Laurence L. Robbins, Assistant 
Secretary of the Treasury. 

Mr. Robbins, we are glad to have you here. We have your state- 
ment. We would appreciate your proceeding in your own way. 


STATEMENT OF HON. LAURENCE B. ROBBINS, ASSISTANT 
SECRETARY OF THE TREASURY 


Mr. Roserys. Thank you, Mr. Chairman. 

Mr. Chairman, members of the committee, I am glad to have this 
opportunity to submit the views of the Treasury Department with 
respect to S. 2774. 

This bill proposes to encourage the development by U.S. aircraft 
manufacturers of new efficient and modern cargo aircraft which will 
provide economical aircargo transportation and the acquisition of such 
aircraft by U.S. certificated air carriers. Under the proposed pro- 
gram the Civil Aeronautics Board would guarantee up to 90 percent 
of a loan for up to 75 percent of the cost of an aircraft. Guaranteed 
loans could not be for more than 10 years and could not exceed S75 
million for any one carrier. Other terms and conditions of the guar- 
antees are not spelled out in detail. 

It would appear that the first problem in furthering the purposes 
expressed in the bill is the actual development of an appropriate air- 
craft meeting the desired specifications. It is our understanding that 
no such aircraft has as yet been developed by U.S. manufacturers, 
In every previous Government guarantee program, to the best of my 
knowledge, loans have been based on manufactured products already 
in produc tion, whose costs could be accurately determined and whose 
performance could be projected with a great ‘deal of certainty. Here 
the proposal is to guarantee loans to purchase aircraft which not only 
have never been produced but have not even been designed or 
developed. 

I am sure that this committee is familiar with the recently released 
Department of Defense study entitled “The Role of Milit: wy Air 
Transport Service in Peace and War.” Of particular interest is the 
indication that increasing amounts of military aircargo traffic will be 
transferred to commercial carriers and that ‘efforts may be made to 
enter into longer term contracts for the carrying of such traffic at 
profitable rates. If sufficient quantities of non-hard-core cargo traffic 
are transferred from the military to commercial carriers, this should 
provide ample incentive to the civil air carriers to purchase efficient, 
economical, modern cargo aircraft without any need for Government- 
guaranteed loans. 

In addition, we understand that an efficient, modern, aircargo air- 
craft can be expected to have a direct operating cost per ton-mile 
which would be a fraction of such cost for present piston engine 
planes. This factor together with the generally increased interest in 
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air transportation of cargo should make a substantially expanded 
market for air onan ation of nonmilitary generated cargo. 

We note that S. 2774 would require, among other things, that “the 
prospective earning power of the air sarrier—furnish reasonable 
assurance of the air carrier’s ability to repay the loan within the time 
fixed therefor.” Such assurance could be furnished only by the cer- 
tainty of profitable cargo traffic in the operation of the new aircraft 
or by well-established earning power from other sources. How the 
certainty of profitable cargo traflic can be established before the new 
aircraft are in production is somewhat obscure, but it would seem 
possible primarily on the basis of the diversion of sufficient Military 
Air Transport Serv ice traffic on such terms as to produce earnings for 
the borrowing carrier. 

It seems to us self-evident that there is not in this situation real 
justification for a Government-guaranteed-loan program. If the 
carrier can project earnings it should be able to arrange private financ- 
ing. If not, a Government guarantee under the terms of this bill 
could not be given. As a general policy, loan guarantee programs 
should not be established except under particular conditions of ex- 
treme urgency, which do not appear to exist in this situation. Cer- 
tainly a Government guarantee as a part of this program would estab- 
lish a very unwise precedent. The type of cargo aircraft contem- 
plated under this bill will be designed and produced by manufacturers 
and purchased by air carriers when there is enough business in sight 
to make them profitable. If such business is not in sight, a Govern- 
ment-guaranteed-loan program, in our opinion, will not accomplish the 
purpose. 

In summary, the Treasury Department is very much in accord with 
a plan which would provide for an orderly transfer of non-hard-core 
MATS business to civil carriers under longer term contracts through 
which the carriers could realize reasonable profits. We think that 
under such a plan the carriers could, if they wished to handle this 
business, finance the purchase of efficient modern aircargo aircraft 
which could be available to the Government in emergencies 1s well as 
in normal times. We believe that a Government-guaranteed program 
would be unjustified as well as unnecessary. 

In our opinion, there are a number of technical defects in the bill, 
but I am not making any comment on them because we believe that 
no technical improvements would make the bill a satisfactory piece 
of legislation. 

Senator Monronry. Thank vou very much, Mr. Robbins. 

What type of carriage would you advocate? You mention the place- 
ment of non-hard-core MATS business to civil carriers under long- 
term contracts, through which the carriers will realize reasonable 
profits. I wish you would amplify that. 

Mr. Roggins. I am not sure that I understand your question, Mr. 
Chairman. 

Senator Monroney. Well, my question is, whether in this diversion 
of military traffic which you feel sufficient to create the type of air- 
craft we need for military and airlift purposes in limited war, could 
come about through the placement of long-term contracts to private 
carriers. 
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Now, I gather from your mention of long-term contracts this would 
be on a low-bid basis, would it not ! 

Mr. Roppins. My understanding is, and this is not in my province, 
and I can’t speak with absolute certainty, that the contracts with com- 
mercial air carriers are made 1 year at a time. After the year has 
expired, and the new contracts are out for bids, that the carrier that 
got the contract the first year is apt to lose it on a price basis, which 
makes them very gunshy about bidding in the first place, and I am told 
that there is a feeling in the Defense Department that if it were pos- 
sible for them to enter into contracts for a longer period than a year, 
long enough to give the carrier an expectation of certainty of business 
over a long per iod of time, they would do very much better. 

Senator Monroney. The history of this system has resulted in vir- 
tual bankruptcy of everyone that has taken these orders, and the 
shifting around from year to year, because someone else has been 
able to offer a bid under that which has up to now completely re- 
tarded any growth capability of these contract carriers. 

This is one of the emergencies that we are faced with, as the Con- 
gress has tried to divert a portion of the MATS load to contract 
carriers. 

This committee has favored consistently the establishment of a com- 
pensatory rate for common carriage, just like you pay for military 
traffic on the railroads. You pay for it in the commercial carriage of 
cargo by water. That it is based on a tariff that is arrived at and fixed 
by the Civil Aeronautics Boar d, and by the Interstate Commerce Com- 
mission, thereby justifying an earning capability that would insure a 
growth potential. 

In the choice, you would not wish to continue, or do I understand 
you to advocate the continuance of the present low-bid basis, but merely 
stretch out the term of the bid so that the operator that takes it would 
have 4 or 5 years to carry it? 

Mr. Rossins. I am not meaning to take any position as to whether 
the competitive bid basis is the best basis for letting a contract, or not. 
The only point I am making is that—and I am repeating what I have 
been told by officials of the Defense Department—that if they are able, 
either by competitive bidding or some other method, to m: ake contracts 
which will give the carrier knowledge that for over a longer period of 
time than a year he has the business, that they will come out very much 
better. 

Senator Monroney. But in today’s bid, or the bids when they come 
up, say, July 1, those bids will have to be based on the present types of 
equipment, will they not ? 

Mr. Roxzeins. Well, I would assume as of July 1 this year, they 
would. 

Senator Monronry. Which would mean, then, that they would be 
based on perhaps a 25-cent per ton-mile cost to the Government, or 
thereabouts, sometimes ranging below that, to the lack of any profit 
potential on the part of the carrier, where the new plane would provide 
perhaps an earning capacity, according to the projections we have had 
from the manufacturer, of a rate that is around 10 cents a ton-mile, 
which would greatly reduce the Government’s cost in the carriage of 
military cargo, and would also make it possible for the airlines, then, 
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to bid a rate that would be compensatory to them for the carriage in 
these newer low-cost opersi ing planes. 

Mr. Rorrins. Well, I should think the advent of the new low-cost 
plane could be antic ia lt to such an extent that it would not freeze 
the contracts on the high-cost equipment for to long a period of time. 

Senator Monroney. Today we speak of development, and I notice 
you advocate the development before the Government-insured loan, 
Someone has to pay for this development cost. Who is going to pay 
for that ? 

Mr. Roreins. Well, I am not in position to express an opinion on 
that. Secretary Allen -bonioan out, the MATS report, issued by the 
Department of Defense, referred to usage—the sharing of costs by the 
Government and industr y in the development of a military plane. 

It may be possible to finance the development of commercial planes 
by some other agency of the ( ‘overnment. 

My belief is, Mr. Chairman, that if the carriers have assurance 
of enough business, which will come in the first part relative to diver- 
sion from the non-hard-core cargo business of MATS, to make reason- 
ably certain profitable earnings, they will be very much interested in 
buying the new planes, and if the manufacturers can see enough busi- 
ness in sight they are going to develop it. 

I think the competitive factor is really strong in the airframe busi- 
ness, and the air carrier business, too, and I don’t think the aireraft 
industry of the United States generally is going to sit back for too 
long in keeping up with the competition that is now coming from 
Canada. 

Senator Monronry. Of course, we both agree, I think, that the 
Department of Defense study is a very fine study, but you are aware. 
I am sure, that this would apply only to international traffic, because 
MATS does not fly domestic traffic. 

Therefore, the diversion of Government freight, as a seed bed on 
which to grow this new plane, would apply in the Atlantic only to 
Pan American, Seaboard & Western, and TWA, the present certifi- 
vated carriers in that route, or in the Pacifie to Northwest Air Lines 
and Pan American. 

So out of some 45 scheduled airlines, plus the irregular supple- 
mental carriers, plus the all-cargo carriers, we would be giving assist- 
ance by this diversion to only five. 

Mr. Rosrrns. Yes, but the purchase of cargo planes by those five, 
if that is the number, would give the manufacturers enough business 
to go ahead on and make, in my opinion, airplanes available for 
domestic purposes as well as international. 

Senator Monroney. That, of course, may be the case. However, 
if these companies flying internationally, sup plied themselves with 
the modern planes, assuming that your thesis is correct, and they 
would have enough Government transportation to do this, this would 
only provide for the planes necessary to carry through peace and 
limited war the cargo requirements. It would give you no surplus of 
aircraft that would be flying domestic cargo throughout the United 
States, because you found in no way in which—or you mention no 
way in which incentive is granted to the vast number of airlines that 
now have no traffic other than that which they are able to generate 
with their old-fashioned planes 
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How do we break the vast volume of traflie which is far, far greater 
by many times, than is potential aircargo domestically, by simply 
he Iping. the oversea carriers 4 
r. Roserns. I think that would be very effective. I think, as I 
ia before, if it results in the development of a new type of cargo 
plane, by the manufacturers, that that plane will then, with perhaps 
some modifications, be available for the domestic airlines, and if the 
domestic airlines have business in sight, I think it will take care of 
itself. 

Senator Monronry. Do you have any idea what the development 
cost which you advocate being taken up would amount to in the out lay 
of dollars ? 

Mr. Ropspins. No; I do not. 

Senator Monroney. Do you feel that that would be substantially 
cheaper to go into a development cost before we know whether there 
will be a market for these planes / 

Mr. Roerrns. I think a large part of the development cost, if not 
all, would be borne by the industry, itself. 

Senator Monronery. Our testimony has been that they are pretty 
heavily involved in the development of the last plane, the passenger 
jet, and they are not very hungry for move development costs out of 
their somewhat strained capital structure. 

They have just been through, some Fine $250 million de- 
velopment cost on the passenger jet. Others have had lesser costs 
because thev have had military assistance in development of a com- 
par: able military plane, but it has compelled those who didn’t have 
that to heavily impair their capital in order to be competitive with 
the company that had the advantage of the military development of 
asimilar type of plane. 

This would be, I think, in the neighborhood, by the testimony as 
I said earlier, ranging all the way from $150 million, an estimate by 
the Air Force, or Air Staff, to the type of plane they think might be 
a common workhorse plane, down to a figure of $70 million, I believe 
mentioned by Lockheed, and I think some 50 million mentioned by 
Douglas in this hearing. 

So this cost must come from some place, and it is very questionable 
whether it will be put up in advance of any assured market, or any 
market which would be doubly insured for them by the availability 
of a long-term payout on equipment. 

Mr. Ropers. A great deal of development has taken place by pri- 
vate capital under competition. 

Senator Monronry. But you feel that the normal growth and 
diversion of Government freight will allow us, within sufficient time, 
to properly — ourselves for an emergency airlift ? 

Mr. Ropers. I do, Mr. Chairman. 

Senator Monroney. I have no further questions. 

Senator Thurmond. 

Senator TirurmMonp. As TI understand, Mr. Secretary, you feel that 
it is unnecessary and unjustified for the Government to project itself 
into this field of guaranteeing loans because private enterprise is 
capable and will do the job? 

Mr. Rorsins. Yes, sir; I do think that. 
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And I might add that it is very difficult for me to see how the 
guaranteed loan program would work. I can’t imagine any financial 
institution making a commitment to lend money on a pr oduct that 
is not—that has not been developed or fully developed, or until it is 
known how much it is going to cost, and what it will do, and what 
it will do for a carrier who will purchase it, and will make earnings 
to pay the loan back. 

This bill contemplates that the financial institution making the 
loan will take a 10 percent risk, and I just think that any lender is 
going to hesitate a long time before taking a risk in that kind of a 
situation. 

Senator Tuurmonp. 1949 to 1959 the certificated airlines, with 
very little aid, increased their air traffic from 15 million ton-miles to 
595 million ton-miles. Is this not an indication that they can con- 
tinue to go forward as they did during those years / 

Mr. Ropseins. Without having the figures in mind, it seems to me 
that bears out what I was trying to say that private enterprise and 
competition will take care of this development. 

Senator THurmMonp. Won't it be natural that some of those air- 
lines will fall by the wayside, like in other lines of business, there are 
always some who fall by the wayside, and won't it be natural that 
some won't be able to enter this business because of the competition 
or the lack of financing, but is that any justification for the Govern- 
ment to finance them to enter this business ¢ 

Mr. Rogprns. It seems to me that it is not. 

Senator THurmonp. Thatisall. Thank you. 

Senator Monroney. Senator Engle. 

Senator Eneir. Noquestions. Thank you. 

Senator Monroney. Thank you very much, Mr. Robbins, for your 
courtesy in appearing here and giving us the advantage of your study 
of this matter. 

Our next witness is Mr. Robert Prescott, president of Flying Tiger 
Line, Inc., Burbank, Calif. 

Mr. Prescott, we are glad to have you here. We appreciate your 
going to the trouble of coming here from California to give this com- 
mittee the advantage of your long experience in operation and car- 
riage of all-cargo, one of the first all-c argo lines, I believe, in the 
United States, were you not? 

Mr. Prescorr. Yes, sir. 

Senator Monroney. You may proceed. 


STATEMENT OF ROBERT W. PRESCOTT, PRESIDENT, THE 
FLYING TIGER LINE, INC. 


Mr. Prescorr. Thank you, sir, I will read my prepared statement, 
if I may. 

Mr. Chairman, members of the committee, my name is Robert W. 
Prescott. Iam president of the Flying Tiger Line, Inc. I have been 
chief executive officer of this airline since its founding in 1945, and 
all of my business experience has been in the air freight business. 

I am here to testify in opposition to Senate bill S. 2774 which is a 
bill to provide for Government guarantee of loans to certain air car- 
riers for the purchase of cargo aircraft. 
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My opposition to this particular bill, and to this type of legislation 
in general, is that they tend to provide Government support to those 
companies which are least efficient and least able to meet the competi- 
tive needs of the air freight business. Our company has survived a 
period of tough competition which has seen over 300 airlines com- 
mence freight operations and fail. We have survived, expanded, and 
become strong and healthy without Government support or subsidy. 
What we can do, others can do. 

The evil of this proposed legislation, eoming at the present time, 
is that it tends to benefit the companies which have not demonstrated 
the financial and operational ability to succeed while at the same time 
hurting the very companies who have shown such ability. 

Furthermore, this kind of legislation does not provide the assistance 
which its advocates seem to feel it would provide. After all, the 
guaranteed loan must still be repaid; the terms of such a loan will 
not be appreciably better than those obtained by private financing; 
whereas, the relative ease with which a poor credit. risk could obtain 
funds might have the effect of inducing such companies to expand 
beyond their ability to effectively utilize the aircraft. Someone would 
have to pay this penalty and, unfortunately, part of the payment 
would have to come from the companies who do not seek guarantees 
and have no intention of availing themselves of the law. 

Let me make it loud and clear that we certainly favor anything 
which appears to bolster and promote the success of the air freight 
industry. Our fear is that if through the workings of this bill car- 
riers, Which otherwise have not been able to operate successfully im 
the airfreight industry, will be entitled to obtain large Government 
guarantees on cargo airplanes. It follows almost. naturally that if 
these carriers are not able to keep up their financial commitments, 
made under the sponsorship of this bill, the Government will have to 
take action to support the carriers in order to insure repayment of the 
loans and this may very well take the form of subsidy. If Flying 
Tigers has to compete against subsidized competition in the airt freight 
industr y, without doubt it will have to seek subsidy itself. A few years 
ago, we perhaps might have favored legislation such as this, as well 
as subsidy to help the airfreight industry grow strong. We believe, 
however, that. time has p assed and we have demonstrated that the air- 
freight business can now stand on its own, and that airfreight opera- 
tors can furnish modern, uncompromised, cargo airplanes in respect- 
able numbers, without Government help. 

It has been stated in the industry that our opposition may be based 
on the fact that we already have our financing through a loan which 
is guaranteed by = Canadian Government. I would like to make the 
record very clear. Three years prior to the time we financed the 
CL-44D we were am to finance $28 million worth of Super Constella- 
tions without guarantees from anybody. Then when we went to 
Canada to look at the CL-44D, we did so because this appeared to us 
to be the best cargo airplane available. We had no knowledge that 
such a Canadian Government guarantee was even possible. Once 
we had decided that the CL-44D was the most suitable cargo airplane 
that could be procured, either in the United States, or in any other part 
of the world, we began discussing financing terms and it was at this 
point that we learned of the possibility of Canadian Government 
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guarantee. Quite naturally we took advantage of it because it was 
the easiest path to follow, but this by no means can be construed to 
mean that we would not have purchased these airplanes without the 
Canadian Government guarantee. 

F urther, as a mater of fact, this same guarantee is available to any 
U.S. carrier who wishes to purchase that. equipment and, so far, only 
two U.S. carriers, ourselves and Seaboard & Western, have place d firm 
orders under these arrangements. A third carrier is purported to be 
attempting to close a deal but to our knowledge no firm commitment 
has been made. 

Therefore, we come to two conclusions in regard to this bill: (1) If 
a proper cargo airplane is developed for commercial use in the U nited 
States, financing can be had through private resources, and (2) the 
additional impetus of Government “guaranteed loans will not to any 
measurable degree encourage the acquisition of a cargo airplane by 
qualified carriers. We believe the Government could better devote its 
energy toward the development of powerplants and other components 
that would have as its end result a cargo airplane that would be still 
more efficient and any craft available today. 

In section 7(b) of this bill there is a provision that would tend to 
reduce the size of MATS’ peacetime operation, although not reduce 
oe size of iis actual capacity and transfer increasing quantities of 

‘aflic to civilian carriers. To us, the ideal solution for the shortage of 

cargo capability in this country would be the following: 

(1) Reduce the size of MATS- -operated airline traffic along the 
lines of the Department of Defense report in “The Role of Military 
Air Transport Service in Peace and War,” which contains a program 
ap eres by the President. 

(2) The traffic to be handed over to commercial carriers under this 
program would be enormous, according to the press dispatches it 
could amount to $200 million or more annually. 

(3) Hand this traffic over to those carriers who will place firm 
orders for modern uncompromised cargo aircraft. Require these 
companies to commit these aircraft on order to the CRAF program. 
Require firm, enforceable contracts from their flight crews that will 
insure their services in case of emergency. 

(+) Contract out the traffic to these carriers on a basis proportionate 
to the size of each company’s order for a modern cargo aircraft, up 
to the capability of each company to absorb the tr: fie with its ex- 
isting fleet. Whatever cannot be absorbed by the carriers ordering 
new equipment could be retained by MATS until enough carriers who 
do order new cargo planes are able to absorb the traffic. Of course, 
MATS would always maintain the hard-core military traffic as 
described in the Department of Defense report. 

This would, we believe, accomplish the results that all of us, in- 
cluding the military, seem to want. 

(1) It would give sig incentive for carriers to order uncom- 
promised cargo airplanes. We are positive that we would see a flurry 
of orders for these new aircraft, and you would immediately see the 
need for Government-guaranteed loans disappear. 

(2) The U.S. aircraft manufacturers would immediately go into 
keen, enthusiastic competition for the best and most efficient cargo air- 
plane because they would then have a known market. 
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(3) The military should be satisfied because before they let go of 
any present traflic they are now handling they will be assured of a 
growing modern cargo fleet and crews to fly them, both of which they 
will have access to the instant the need arises. 

(4) The commercial air carriers who are sincerely interested in 
the development of a modern aircargo fleet will be given opportunity 
to do so with the knowledge they will not have to compete with 
obsolete, written-off equipment. 

(5) The various Appropriations Committees of Congress should 
be happy because they would not have the contingency of huge money 
outlays to make good on guaranteed loans or the accompanying over- 
lay of Government subsidy to cover losses under these loans. 

(6) The noncertificated or supplemental carriers should be happy 
because they will have equal access with the certificated carriers to 
this Government business. 

(7) The certificated carriers should be happy because, by reason of 
their certificates they will have more long-range incentive to buy 
larger numbers of the new craft than would the noncertificated, and 
should thus have an edge over them, which they claim their certificates 
should give. 

Again, I would like to repeat by our very nature we are all for any 
proposal which will promote a strong, large airfreight industry. I 
would not want to do or say anything which would discourage this 
committee in its efforts to help us along the way. We sincerely believe 
the method chosen would not get the results you desire. We appreci- 
ate your consideration of this problem and our opportunity to appear 
before you. 

Senator Monronry. Thank you very much, Mr. Prescott, for your 
statement and your courtesy in appearing here. 

You, of course, mention the advantages flowing from the Govern- 
ment guarantees given on the CL-44. Could you tell the committee 
what the general terms of these sales are ? 

Mr. Prescorr. The terms of the Canadian Government ? 

Senator Monroney. I understand you bought the planes regardless, 
and after you bought them and were ready to provide for the delivery 
date, you then belatedly learned about the 10-year financing. 

Mr. Prescorr. No, sir, I do not testify to that, if I may correct 
that. 

I said that at the time we went to Montreal, because we had ex- 
amined all the airplanes available in the world, including every one 
the U.S. manufacturers had made, and after we had spent months 
begging the U.S. manufacturers to build the airplane, we went to 
Canada, we looked at the airplane, we didn’t buy it. 

We later found out about the Government-guaranteed loan, but a 
long time after we were looking at the airplane and talking about it, 
we were told about the Government-guaranteed loan. That explains 
that, if I may take the time. 

This Canadian loan, under whic h we are borrowing, is much like 
our Export-Import Bank. It is designed primarily to help the 
Canadian manufacturer sell to backward countries, and at the time 
the United States hardly qualified as a backward country until we 
explained to them about the airireight business down here. It was 
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expanded to include the United States as being eligible for the loan. 

Do you want the terms? 

Senator Monroney. Just roughly. I understand it is about 20 per- 
cent down and about 10 years amortization on the balance. 

Mr. Prescorr. The Canadian Government, as I understand it, will 
guarantee 85 percent of 80 percent of the purchase price. In other 
words, the manufacturer, we give the manufacturer 20 percent of the 
purchase price, the Government guarantees 85 percent of his remain- 
ing 80 percent, which also puts the manufacturer in the risk business 
as well as the Government. 

Senator Monronry. What I am trying to do is to determine whether 
this is fairly similar to what is proposed in this bill. 

Mr. Prescorr. Yes, sir. 

Senator Monronry. And as the aircargo carriers are prudent buy- 
ers, which you have proven yourself to be in the past, you first of 
course want the airplane that will do the job. 

Mr. Prescott. Yes, sir; that is correct. 

Senator Monroney. This is a prime contention. I quite agree, I 
didn’t mean to indicate that you would buy a plane simply because 
the terms were easy. 

Mr. Prescorr. Yes, sir. 

Senator Monroney. But the fact that the plane is proper, has a 
low cost of operation per ton-mile, will it provide for almost a half 
rate from the present rate ? 

Mr. Prescorr. We expect it will cut our costs, our direct. operating 
costs, by about 40 or 45 percent. 

Senator Monroney. I see. 

Mr. Prescorr. May I say something else I heard you say earlier in 
connection with this? 

This is not a 10-year loan, it is a 5-year loan. You only get a 5- 
year guarantee on the Canadian loan. 

We are in the process now of transferring that over to private 
resources. We don’t want that Canadian 5-year Joan, frankly, it is 
too expensive. 

Senator Monroney. Could you tell us what the rate is? 

Mr. Prescorr. Well, I couldn’t tell you exactly. The rate is some- 
thing like 314 percent for the insurance that you buy. Then you 
must discount your paper up in Canada. The interest rates are higher 
than they are down here. It is costing us quite a bit of money to 
finance this way, and of course I must agree it is simpler and easier 
to go ahead and do this, and later m: aybe | transfer this. We have the 
right at all times to convert this into private financing. 

Senator Monroney. The only thing I was trying to square it with 
was the fourth paragraph, where you say exists the evil in this pro- 
posed legislation. I was trying to determine why you feel that our 
doing it for our own carriers would be more evil than Canada doing 
it for their carriers. 

Mr. Prescorr. I didn’t say the legislation was evil in that respect. 
The Canadian people are not out trying to help the U.S. carriers, they 
are trying to help their own manufacturers. 

If you want to help your own manufacturers, we would have 
nothing to say about it, but if you are going to help our competitors, 
after we have gone through the sweat, struggle, blood, and tears of 
doing our own ‘finane ing, then we have a right to say something. 
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Senator MoNroNrey. Your competitors can have this, right LCross 
the border / 
Mr. Prescorr. They don’t take advantage of it; what reason, we 


don’t know. 

Senator Monroney. Some are hoping an American plane will be 
made eae and that it will be better. That i th e testimony we 
if they can to get a plane of similar characteristics and low-cost opera- 
tion thi a is made by Americans. Parts and service may be easier to 
obtain if a large fleet goes American instead of Canadian. 

Mr. Prescorr. Cert un! y I would prefer to buy American planes. 
But we could not get the American manufacturers to manufacture 
one. 

Senator Monroney. Why ? 

Mr. Prescorr. Why? 

Senator Monroney. Yes, sir. 

Mr. Prescorr. “ig 80 they just were busy with their passenger 
market—Lockheed, Boeing, and Douglas—and we knocked on their 
door and beat on their door, we often design cargo airplanes, and at 
the end they say the risk is too big, they don’t want to build cargo 
airplanes. This is about what it amounts to, 

Senator Monroney. You found it necessary because you are a pru- 
dent and successful oper ator to go to Canada to get the type of plane 
that would make a great deal— 

Mr. Prescorr. That is the r reason we went to Canada. It is not the 
Canadian-guaranteed loan; that 1s what I am trying to make clear. 

Senator Monroney. I appreciate that fact. The companies can 
avail themselves if they want to? 

Mr. Prescorr. Yes, sir. 

Senator Monronrey. You would not hold, then, with the Depart- 
ment of Commerce that one of the reasons against such legislation 
would be that it might damage the airline industry’ Ss present surplus 
aircraft disposal activities. 

I gather from that, that you are a modern operator and see a chance 
to cut the rates in half. You don’t wish to save pieces of string and 
things of that kind in order to perpetuate a double rate from which 
you can operate with modern aircraft. 

Mr. Prescorr. No, sir. I can agree. We can’t be successful in the 
airfreight business with an obsolete airplane. Our costs are more 
important than airline costs. They have an element of speed and 
comfort. We have one thing, cost of operating the airplane. 

Senator Monroney. It is far more competitive, is it not, for the 
few cents a ton-mile that will be saved, than it is in the passenger 
service ? 

Mr. Prescorr. We believe so. 

Senator Monronry. Where convenience of scheduled departures 
and de luxe service aloft and all make quite a difference in this service. 

Mr. Prescorr. That is right. 

Senator Monronry. You have to get to the low dollar figure if you 
are going to bid this traffic which must move rapidly off the surfa: 
and into your airplanes ? 

Mr. Prescorr. Yes, sir; that is correct. 
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Senator Monroney. This is the way you have developed the volume 
you have through the years, by giving ‘better, faster service, and now 
you are taking a step forward, to make a major breakthrough in what 
could be the enticement into the air of goods which historically have 
always moved by surface ¢ 

Mr. Prescorr. Yes, sir. 

As we say, we are going to break through or break up; we don't 
know which yet 

Senator Monroney. Ie ertainly compliment you for your pioneering 
efforts in the aircargo field. And I can appreciate your desire to 
maintain the lead position. As a businessman you want to retain 
the advantages of this position. 

Mr. Prescorr. Yes,sir. I think any industry is like that, Mr. Chair- 
man. I don’t think General Motors would appreciate the Govern- 
ment putting another automobile manufacturer in business. They 
want to make it just as tough to get in as it was for them. 

Senator Monroney. That is right. 

This isa part of the system. 

Mr. Prescorr. That is right. 

Senator Monroney. Yet it would help, I think, to not have to 
acquire these things from General Motors of Canada, instead of Gen- 
eral Motors of U.S.A. 

Mr. Prescorr. I will repeat: the manufacturers down here don’t 
agree with us. 

Senator Monroney. Our problem goes to the whole field of avia- 
tion. We are interested in the freight, the same as youare. You are 
interested in it, the Flying Tigers, and this is normal and strictly in 
the spirit of free enterprise. 

Mr. Prescorr. Yes, sir. 

Senator Monroney. We are interested in it in competitive enter- 
prise, U.S. companies versus world companies, not particularly 
Canada. Not so much Canada as England, France, and Russia. 
World markets for a low-cost cargo plane, low-cost operation, will 
come as a sudden breakthrough, do you not agree? 

Mr. Prescorr. Yes, sir. 

Senator Monroney. Britain, I believe, is developing some cargo 
planes; are they not ? 

Mr. Prescorr. Well, this CL-44 was originally a British airplane. 
They extended the fuselage now and put the swing-tail feature on it. 

Senator Monroney. It is more than just a slight modification, 
though, of the old Britannia, as I understand from the Canadair peo- 
ple. They did a great deal of work and did a good bit of develop- 
ment to make it a good cargo plane. 

Mr. Prescorr. We don’t consider the Argosy pretty much of a 
competitive airplane for this market. 

Senator Monroney. It isa short-haul airplane? 

Mr. Prescorr. Yes, sir. 

Senator Monroney. You fly today New York-California on your 
schedule ? 

Mr. Prescorr. Yes, sir. 

Senator Monroney. You are the only certificated all-cargo com- 
pany that is still flving its scheduled routes? 

Mr. Prescorr. On the transcontinental route; yes, sir. 
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Senator Monroney. You also have a large volume of contract work, 
1 believe. 

Mr. Prescorr. Yes, sir; we do quite a bit of military contract work, 
and civilian charter work. 

Senator Monronry. Would you prefer a common carriage rate or 
would you prefer a straight contract ? 

Mr. Prescorr. In the contract. 

Senator Monroney. With the military ? 

Mr. Prescorr. Well, you say a common carrier rate. I can hardly 
say I would prefer to carry it for common carriage unless I had a 
certificate over one of the oceans to carry it. Of course, we are not 
certificated. 

Senator Monroney. The Pacific is not served by any all cargo? 

Mr. Prescorr. No, sir. We have an application in process before 
the Civil Aeronautics now. 

Senator Monroney. The Atlantic is by Seaboard and Western; is 
that correct / 

Mr. Prescorr. Yes, sir. 

Senator Monronry. Going back to my question to Mr. Robbins. 
The diversion of MATS traffic, which I am glad you approve—and 
I certainly do—as being capable of building up an airlift potential 
that would be useful in time of war, would not necessarily stimulate 
any of the domestic traffic; would it? 

Mr. Prescorr. Well, in our case it would stimulate us to buy more 
aircraft. In this growing business of domestic airfreight, we always 
have had a policy of buying more airplanes than we anticipated need- 
ing at the time of delivery for our current airfreight business. 

The reason for that, as you grow, the time of buying new airplanes 
is all the way from 15 to 24 months and, rather than have to wait 
for the airplanes to catch up with our increasing traffic, we would 
just buy more airplanes. Fortunately we have been able to use them 
in outside activities. That is the way we got into contract and charter 
work in the first place. 

So very definitely MATS contract work helps us to develop the 
domestic aircargo business, because of the fact we can use airplanes 
in MATS while we are increasing our domestic load. 
our history. 

Senator Monronry. As I understand it, you bought—you placed 
your orders when, with Canada ? 

Mr. Prescorr. I think it was last May. 

Senator Monronery. Last May. 

When will you get delivery ? 

Mr. Prescorr. We will get our first one next Januar vy. We will get 
all 10 of them between January and June. 

Senator Monronry. January and June of 1961 ? 

Mr. Prescorr. 1961: ves, sir. 

Senator Monroney. You placed them in May of 1959? 

Mr. Prescorr. Yes, sir. 

Senator Monroney. This was the plane that—when you bought it, 
it was fairly well along in its development stage at that time: was it 
not ? 


Mr. Prescorr. 
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They had a contract from the Canadian Air Force for the construe- 
tion of 12 of these airplanes, I believe, and they are identical to what 
we are getting, except they didn’t have the swing-tail feature on them, 

Senator Monroney. I see. 

This Canadian line, is that a private enterprise line? 

Mr. Prescorr. This is the Canadian Air Force. 

Senator Monroney. The Canadian Air Force ? 

Mr. Prescorr. Yes, sir. 

Senator Monroney. One free enterprise Canadian airline, and the 
other is Government-owned; is it not? 

Mr. Prescorr. Yes, sir. The Canadian Pacific Airline is free enter- 
prise, and there isanother Canadian airline. I can’t think of the name, 

Senator Monronry. Canadian National, I believe. 

Mr. Prescorr. Canadian National, that is right. 

Senator Monroney. Abroad, you do carry commercial traffic if you 
have a return load, do you not, on your contract work 4 

Mr. Prescorr. Yes, sir; we do, a small amount of it. It is rather 
difficult for us because we have to charter. We usually match a charter 
against a charter. We have had a lot of student charters, across the 
Atlantic sometime. We don’t do much more. 

Senator Monronry. You say a low-cost operational plane, that this 
great breakthrough we are talking about—— 

Mr. Prescorr. Yes, sir. 

Senator Monroney. By American companies, if it comes early, will 
help to orient a greater portion of the world air traffic to us than if it 
is delayed for 5 or 10 years? 

Mr. Prescory. On the part of our manufacturers ? 

Senator Monroney. On the part of our airlines themselves, and on 
the part of the manufacturer selling to other international airlines 
as well. 

Mr. Prescorr. Well, yes. We see no evidence of any other country 
producing this economical airplane, the — of the same class as 
the CL-44, so I guess the answer to your question is, they won’t unless 
somebody buys t he CL-4. 

You see, this cargo business is, well, to our notion, we haven’t found 
a plane, we don’t see a plane on the drawing boards in the United 
States that will suit our domestic freight routes. 

We think the DC-8 is a very fine airplane, and should be great for 
express purposes, but we couldn’t use that airplane as the only air- 
plane we have on our domestic route. 

We can use the CL-44. We could use the DC-8 as an overlay on 
our longer hops, but with a fleet of smaller craft, we dare not try to 
operate two airplanes. So we haven’t the faintest interest in air- 
planes produced today or on drawing boards by any U.S. manufac- 
turer. And we can’t talk them into building what we need. 

Senator Monroney. There is no reason, there are not enough people 
like yourself interested in going forward. 

Mr. Prescorr. Perhaps ‘they want to have a little faith, too. 

Senator Monronry. You are pretty fat and happy with a bulging 
passenger traflic, and you are earning $17 a passenger to $1 cargo, 
even though we are inching up a little “bit in the combination carriers 

cargo load. You are not as urgently after the breakthrough on 
freight as you are, which you specialize and must live only by freight! 
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Mr. Prescorr. You put your finger right on the problem both with 
the airlines and manufacturers, too, Mr. Chairman. 

I think Mr. Gross will confirm I spent half a morning in his office 
begging him to build a cargo, turboprop cargo airplane, “and not once 
was it mentioned. It was not guar anteeing my loan. It was the 
fact he was afraid—I don’t blame him—afraid to take the dive he 
had taken to build the airplane, for a market he couldn’t see. 

Giving them a market, they will build anything you want, and they 
ean build them as good or better than the Canadians can. 

Here, while you are advocating these loans to help the cargo in- 
dustry, the ¢ rovernment is giving—is carrying on its own airlines, 

$900 million of traffic if available to us we could get a cargo plane 
built i ina hurry. We have been trying this for 10 years with no luck. 

Senator Monroney. This committee is trying to help you all we can. 

Mr. Prescorr. Yes, sir. 

Senator Monroney. We are trying to do our best. We have not let 
up and we will not let up. But we are not only concerned with the 
oversea traffic, but we are concerned with the great breakthrough 
domestically, and we can see no way that the se theduled airlines, which 
is the bulk of our aviation industry domestically, is going to take great 
risks on top of risks they have already taken to modernize in 1 year 
their fleet at a great expense and great encumbrance on their balance 
sheets. 

Mr. Prescorr. Yes, sir. 

Senator Monroney. Unless there is some additional financial means 
that might be available to them. 

These people can go on flying passengers for 20 or 30 years. The 
law is so rigged, that if they Jose money they are still guar: anteed a 
6 percent return. 

They can haul freight at a high cost and if they lose enough, it can 
still come out of passenger service. Or the passenger service, if that 
is not enough, then the Government will back up a 6 percent subsidy to 
make good on their earnings. 

You don’t have this. You have done yours without any subsidy ? 

Mr. Prescorr. That is correct. 

Senator Monroney. So have the other cargo carriers. 

Mr. Prescorr. I might say, Mr. Chairman, you talk about a guaran- 
teed loan again. We are pleased to keep emph: sizing this. We love 
you for helping this industry along. We just think you picked the 
wrong direction in this particular way. 

You take American Airlines, or TWA, or United, this will not give 
them one incentive to buy cargo airplanes, because they know they are 
going to have to pay that money back if you do guarantee it. If they 

want a cargo airplane, they would be buying it. 

Senator Monronry. I can name about three or four domestic air- 
lines only that are capable of going into, or would go in with the pres- 
ent state of their balance sheet and their dividend returns and their 
present acquisition of new jet passenger pl: ines, that are going to be 
interested in a further encumbrance of their debt structure, because 
they just had it. They have had a pretty heavy—— 

Mr. Prescorr. Don’t you think this would be a further encumbrance 
of the debt structure, with the Government guaranteeing the loan? 

Senator Monroney. This does not encumber their debt structure. 
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Once they paid their equity capital in, then the security of the airplane 
is the sole security the Government has available to it. 

Mr. Prescorr. You mean the payments due on this new fleet of 
mee ines won’t show on the debit side of their balance sheet ? 

Senator Monroney. It would not necessarily, because this plane is 
ac hi attel guarantee. 

Mr. Prescorr. That is right, but it is mortgaged, and certainly your 
debt appears on your balance sheet. 

Senator Monroney. It does not encumber the capital structure. 

Mr. Prescorr. You take the 25 percent you pay down, and it is 
difficult to keep the airplane. I don’t see how you can say that doesn’t 
encumber it. 

Senator Monroney. That would be the purpose of keeping the air- 
plane. The bankers look on the secured loan and the only liability on 
the company is the 25 percent down and the succeeding 10 percent 
downpayment, which would be the only recourse. 

The other involvement with the banker goes to the capital structure 
of the company, while this goes merely to the plane. If the plane isa 
standard plane and can be usable interchangeably with the military, 
and can be sold as a new plane undoubtedly would, I see very little 
chance of any losses occurring. 

Mr. Prescorr. Well, wouldn’t this be true, though: Let’s say Ameri- 

can Airlines, or one of the certificated passenger carriers, did take ad- 
vantage of this, and say we can buy some cargo airplanes that doesn’t 
encumber our balance sheet, and therefore we can buy more passenger 
planes. Aren’t you indirectly subsidizing the passenger airplanes? 

Senator Monroney. I don’t think we are. 

Mr. Prescorr. You are allowing passenger—— 

Senator Monronry. We are trying to interest Government loans 
for the expansion of aircargo, which will not occur, we don’t think, 
under normal progression for many, Many years, particularly domes- 
tically. 

We are interested in Joe Blow moving his television sets and his 
electronics and others things by air, domestically, as we!l as we are 
to move the military stuff overseas. 

So it is necessary, we think, to in some way get the manufacturer 
and the purchaser together with a means which under the present 
condition of the industry, we can speed this thing up, just like you 
are speeding it up in your own way. 

sut we have got to concern ourselves with the general state of the 
business as well as the particular health of any one company. 

Senator Engle. 

Senator Eneue. Mr. Prescott, when Mr. Durfee testified on this 
bill, he stated two of the four scheduled all-cargo carriers have ceased 
scheduled operation. One has curtailed a large part of its schedules 
services, and the other is in a precarious position. 

That took care of all four of them in one form or another. 

What category does the Fying Tigers fallin? Have you curtailed 
a large part of your scheduled service ? 

Mr. Prescorr. No. 

Senator Eneir. Have you curtailed a large part of your scheduled 
service ? 

Mr. Prescorr. No. 
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Senator Encie. Have you ceased scheduled operations? 

Mr. Prescorr. No, sir. 

Senator Encie. Or are you in a precarious position 4 

Mr. Prescorr. We don’t fit any of them, I don’t believe. I hope not. 

Senator Eneie. He is misinformed on this subject, is he not? 

Mr. Prescorr. If he said that, 1 would say he definitely is very much 
misinformed. 

Senator Enaie. He says that there are four scheduled all-cargo 
carriers, and he said two of them had ceased scheduled oper rations. 
You certainly aren’t in that category. 

Mr. Prescorr. No. 

Senator Enaie. He says one has curtailed a large part of its sched- 
uled operations or service / 

Mr. Prescorr. That is right. 

Senator Eneie. Have you curtailed yours ¢ 

Mr. Prescorr. No, sir. 

Senator EnGLe. You are going ahead, aren’t you ¢ 

Mr. Prescorr. That is right. 

Senator EnGue. The other is in a precarious position. 

{ guess that is the one that catches you now, according to his opinion. 

Mr. Prescorr. I would hardly eall it precarious. I don’t know what 
his definition of “precarious” is, if he meant us. 

Senator Ieneir. In any case, your testimony is you are not in any 
one of those categories he mentioned, and that Flying Tigers is going 
ahead ¢ 

Mr. Prescorr. Very definitely so. As a matter of fact, we 
anticipating ordering considerably more equipment as soon 
manufacturer presents us with a suitable offer. 

Senator Encue. I was going to ask you about that. 

Do you have any plans for further purchases of modern cargo 
aircraft ¢ 

Mr. Prescorr. Yes. 

Again, I would say we would prefer to buy American airplanes, but 
wecan’t wait for them. We waited longer than we should have waited, 
and Canadair comes up with an improved version of the CL-44. 

We feel like we need more airplanes. We don’t feel like we have 
ordered enough, and we will probably order this spring. 

Senator Encie. How many of those have you ordered already ? 

Mr. Prescorr. Ten. 

Senator Ener. Don Douglas, Jr., was in here the other day, and he 
says he is all set to take the DC -8, put a swing tail on it, and provide 
it with rails and whatnot. 


Do I understand that that airplane doesn’t fit into the kind of oper- 
ation that you would have ? 

Mr. Prescorr. Senator, it won’t do all the jobs that we have. In 
other words, the route structure that we have to serve here, the jet 
loses its speed advantage and its cost advantage with the up-and-down 
operation we have to do w ith a jet. 


If I had only a route, sir, if I had only New York to the west coast 


to serve, longer hops, 2,000 and more, it would be a good airplane. 


As a matter of fact, I think it is a fine airplane, and I am proud to 


say I had a little help in designing part of it, my suggestions were 
taken. 
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However, if I were Pan American or TWA with oversea routes, I 
would look closely at the airplane. But with us, to get economies 
in airline operation, you have a mixed fleet, you would ‘hurt rae 
very badly. So we wouldn’t like to operate 10 CL-44’s and 3 DC- 
as much as we liked the DC-8. 

Senator Enete. When you mix them up, you have problems in parts 
and maintenance ? 

Mr. Prescorr. The hourly cost of these new airplanes is devastat- 
ing. We just shy away from a fleet operating two types of airplanes, 
at least in a fleet as small as ours. If you have 50 or 100 airplanes, it is 
not so great. 

Senator Encte. You explained why you went to Canada. You went 
to Canada because that was the only airplane that was being made 
that seemed to meet your needs ? 

Mr. Prescorr. Yes, sir. 

Let’s leave off that last part. The only all-cargo airplane that was 
being manufactured, turbine, that was offered for sale. 

Senator Eneiz. The U.S. manufacturers, as you have said, just 
simply wouldn’t build you a plane? 

Mr. Prescorr. No. We got some good “if, as, and when” offers on 
the jets. If we can sell 12 or 15 to the military, the number varied, 
but we never got a final offer. Give us an order and we will build 
them for you. 

We spent more than 18 months waiting for that. 

Senator Enaie. I am intrigued by the statement that you make at 
the bottom of page 2, where you point out that this Canadian deal is 
available to anybody in this country. 

Mr. Prescorr. Yes. We presume itis. It isa form of the Export- 
Import Bank that we have. I am quite sure they will give the same 
deal to anybody else they gave to us. 

Senator Enate. This bill parallels the Canadian approach, and the 
chairman says, “Well, if those manufacturers up there have it, and it 
is available there, why can’t ours have the same thing.” 

But it would appear that since they are in the market earlier with 
the same financial transactions, if that kind of an arrangement was 
going to create a crowd at the door, buying airplanes, they would 
already be up there, wouldn’t they ? 

Mr. Prescorr. That is what we believe. We don’t know why not. 
Sometimes we wonder maybe our judgment was good on the airplane. 
We still, in fact, the further we go into it, the more convinced we are 
we have the best cargo airplane available today. 

They are not up there for one of two things, either they are not 
interested in putting a large investment in cargo, or we made a bad 
investment on it. 

Senator Enete. In other words, it would make this bill look like a 
panacea to the aircargo people? 

Mr. Prescorr. No. 

Senator Eneur. Inasmuch as the same thing is available up there 
and they have not done it? 

Mr. Prescorr. That is right. 

This is what bothers us, Senator. If you pass legislation like this, 
you say, All right, we are going to give you guaranteed loans. We 
say, we have done enough for you, go do it yourself. 
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There are things that can be done that are constructive and that 
are good, that we would much rather see you try to do. 

This MATS thing is the important thing. We are just throwing 
this traflic away. ‘Today the MATS business is being contracted out, 
being carried in surplus DC-7’s, while I have 10 Constellations sit- 
ting on the ground. 

You have ‘Logair and Quicktrans contracts, going transcontinentally 
across this country. The bids are sized so that you can bid under the 
C-46, which was built under World War II, 20 years ago, and a DC-+4, 
which was built in the same category, and my Constellations are sit- 
ting on the ground. And the Department ‘of Defense is up here 
trying to sell you on giving them more equipment, so we can’t touch 
them. 

This is what bothers us. 

Senator Ener. That, of course, is what I was getting to, and that is, 
that because of your experience in this matter , what you have said here, 
on page 3 of your statement, is that we ought to take the specific steps 
that would make the market available for “argo carriage, and when 
that is done, then the problem of buying airplanes will be taken care 
of in the normal course of events and under traditional financing 
methods. 

Mr. Prescorr. We have seen a lot of this business go out. The 
biggest bidder on the MATS business today has around $ $25 million 
worth of business, is doing that business with DC-7’s and DC-6B’s 
We have heard a lot of people say: Give us this MATS business, it 
will encourage us to buy airplanes. 

If I were the Government, I would say on this encouragement busi- 
ness, I would do exactly what it says here. You go and “buy the air- 
planes and prove you want the cargo business, and then we will give 
you the cargo business. 

Senator Eneix. I wanted to ask you two questions. 

I notice that your point (4) on page 4 relates to this business of 
having to bid against the obsolete written-off equipment. 

Mr. Prescorr. That is right. 

Senator Eneir. The testimony was adduced here by Mr. Durfee, 
or somebody, I can’t remember who said it, but they made the state- 
ment that one of these projected airplanes, if built, and operated, 
could outcompete one of these obsolete written-off airplanes even if 
it was carried on the books at $1. 

Do you think that is true? 

Mr. Prescorr. Some of the equipment we have on order would, yes, 
sir. 

Senator Eneue. In other words, your CL-44 could outcompete this 
beat-up, written-off equipment. Is that right? 

Mr. Prescorr. It will do that; yes, sir. 

But if I have a 70,000-pound airplane, or presently a 45,000-pound 
airplane, and they give me a contract as these Logair contracts are 
shaped, so that you can only have 13,000 pounds payload, you can’t 
compete. 

This is my complaint. They could have quickly switched Logair 


to Connies and DC-6’s, and any of the present modern equipment, 
but no, C-46’s and DC~4’s. 
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Senator Enetr. What they are actually doing is “toting” to this 
market which is available for these obsolete airplanes. Is that what 
you are saying ? 

Mr. Prescorr. Yes. And slightly more convenient for them. They 
want the stuff flown right into their base, instead of maybe truce ked 
100 miles, from a recular landing station, that the other air carriers 
might have. 

This is what we have been up against for a long time. We tried to 
talk them into it. We tried to demonstrate how they could get better 
service and cheaper, by using the Connies, instead of the C—46’s, but 
we get no place with them 

Senator Eneir. Of course, these airplanes that you are referring 
to belong to the present air carriers. They are buying airplanes, and 
those airplanes that have been depreciated-out are sitting in these 
contract pools. Isn’t that right? 

Who has the $25 million worth of business? 

Mr. Prescorr. National, and they don’t own the airplanes. They 
lease them, as we understand it, from the agency who is in charge of 
disposing of the surplus piston equipment for I don’t know, American 
or United, or some of the larger certificated airlines. 

The airplanes are sitting up on the field in Cheyenne, as we under- 
stood it, so they loan them out. They get something out of them. 
They get something. That is better than nothing. 

IT don’t think this company has the faintest thought of buying a 
modern cargo airplane. 

Senator Ener. It has no interest. in buying a modern aircraft ? 

Mr. Prescorr. I don’t know why it would, frankly. Certainly they 
haven’t got anything on order, yet they are carrying all the milit: ary 
business. 

We have $55 million worth on order and probably will have very 
much more shortly. We have modern Connies, sitting on the ground 
at Burbank. 

Senator Eneie. If the Federal Government has any interest in the 
cargo business, its first interest, it would seem to me, would be build- 
ing a fleet reserve for MATS. 

Mr. Prescorr. We think so. 

Senator Encir. Now, if they are going to do that, they are going 
to have to do it with a cargo-type airplane, a new cargo-type airplane 
that will meet the requirements of hauling the civilian-type cargo 
for MATS. Isn’t that true? 

Mr. Prescorr. Yes, sir. 

Senator Eneie. What you are saying is, all right, take this busi- 
ness that this report recommends, some $200 million a year worth 
of it, put it out to the cargo carriers, but specify that in order to get 
it they are going to have to buy the type of a cargo fleet that will fit 
into the fleet reserve. 

Mr. Prescorr. Yes, sir. 

Senator Eneie. And they are going to have to buy it, in order to 
take that business, on the basis on which they buy the cargo fleet that 
will fit into the fleet reserve. 

Mr. Prescorr. That is right. 

Senator Eneir. Then they have to agree to make their crews and 
equipment available in case of emergency. 
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Mr. Prescorr. Yes, sir, under a contract. 

Senator Eneir. I am not so sure a contract would be worth a hoot. 
We don’t want to have to sue somebody after the emergency is on. 
The suggestion has been made here that we amend the law, in such 
a way as to permit the presidents to grab those airplanes, what do you 
think about that ? 

Mr. Prescorr. Grab the airplanes é 

Senator Enexie. And the crews? 

Mr. Prescorr. That is all right with me. All I want to do is give 
you all the assurance you need that our crews will fly. I know you 
don’t need that. This has been demonstrated too many times. How- 
ever, I think there were more civilian sailors killed in the Atlantic in 
the last war than there were military sailors. I know that I flew in 
a combat area, working for TWA in the last war, I flew all 
over England and north Africa, and nobody that I ever saw, no civilian 
crew ever refused to fly anywhere they went. I have been in a field 
bombed 4 hours before I got there. 

Senator Enexie. I know about that. 

Mr. Prescorr. There is a great fear of the military you have to have 
a uniform on to have a little courage, which is one thing that bothers 
us. Wesay we will doanything. 

Senator Enexe. That isn’t what they are talking about. They are 
not ti king about courage, and they are not impugning the courage of 
the people who fly these airplanes or their patrons. 

What they are saying is, 1f they have a quarrel going on in Lebanon, 
and they want to get hold of airpl: ines to fly equipme ent and material 
over there, a lot of the air carriers say why should we dump our 
customers to take care of a temporary emergency situation and be left 
holding the sack because somebody else gets our business? It is not 
the pilots. It is the other outfits that say, “Well, now, let somebody 
else do it.” And MATS wants to be sure that when this thing is done, 
that those airplanes will be available, and not on an “if you please” 
basis, or not on the basis they can turn around and sue them after- 
wards for breach of contract, but they can get hold of them and there 
won't be any argument about it. 

I don’t want to argue the matter with you; I am just telling you 
what their viewpoint is and what they said when they came up here. 

Mr. Prescorr. Well, we have 14 Connies. Every one of them is 
contracted into the CRAF program. What they are afraid of about 
their conduct I don’t know. I think we are the only airline to put 100 
percent of our equipment into CRAF program. But it is in there. 
Weare signed up. Weare under as strong a contract as you can make. 
If they put the officers under court-martial authority, in order to sign 
the contract, I will do that. If they don’t want my airplanes, what 
do they want for assurance. 

Senator Eneiz. They want the crew. They can get the airplanes. 

Mr. Prescorr. I can’t speak for them, but I know our pilots will 
agree to anything that is reasonable. 

Senator Ener. Let me say I agree with this proposal that you 
advance. Now, the details of it may be another matter. It seems to 
me that if you make this business available, if you make it available on 
the basis on which these companies are w illing to provide the kind of 
equipment and crews that will go into this civ il research fleet, and not 
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let everybody come in with “cats and dogs” that doesn’t qualify, and 
get the MATS business. 

Mr. Prescorr. Right. 

Senator Encre. Then you are going to have the business that will 
make possible for fellows like Donald Douglas to sit down and say, 
“All right. we are getting ready to build an airplane here.” 

Mr. Prescorr. Sure, now they know they have a market. You 
speak about 50 cargo airplanes, they know they can sell 50, for instance 
these people have got to buy airplanes if they are going to get on this 
MATS business. I think this plan is a very effective one, Senator. 

Senator Ener. Thank you very much. I appreciate your very 
excellent statement. 

Senator Monronry. You mentioned earlier about Logair. We 
heard informally, and I don’t know how accurate it is the new Logair 
contracts are written around the specifications of the Argosy which is 
a British-made plane. 

Have you had a chance to look at that? 

Mr. Prescorr. No; but I wouldn’t be surprised. Who has the 
Argosy ¢ 

Senator Monroney. No one has the Argosy, but this is the report we 
have had, that they changed their Logair specifications to Wien no 
American-made airplane can meet them today. 

Mr. Prescorr. [ have not heard that. 

Senator Monronery. One thing you said that interested me very 
greatly, that if your fleet is mixed, particularly if it is a small fleet, 
your costs of operation, maintenance, and all are great. 

Mr. Prescorr. Yes, sir. 

Senator Monroney. Would not this indicate, then, that if one coun- 
try, other than the United States, has the only cargo plane available, 
and even at the present prospects will have the only aircraft available 
with a cargo lift until 1963, we will wait another year and it will be 
1964 or 1965, that the reluctance to mix the fleets will further act as a 
brake upon the American airframes to break in with two or three 
orders because of the difficulty which you sketch out ? 

Mr. Prescorr. Yes, sir; that is exactly what I told our American 
manufacturers. I told them, there is an airplane up in Canada avail- 
able, if we get that, that is going to take a big part of the market. That 
is exactly what happened. 

Senator Monronry. You will stay with that plane because your 
mechanics and people are more used to servicing it, so it has a long- 
term effect if we are the last one to come in, or the second one to come 
into this field ? 

Mr. Prescorr. The longer you wait, the more critical the situation 
will be. 

Senator Monroney. This is one of the problems—— 

Mr. Prescorr. I don’t think this guaranteed loan is the answer, 
Senator. 

Senator Monronry. No one has come up with it. I don’t think 
that the mere diversion of MATS’ traffic is going = get the domestic 
carriers a bit excited about making the breakthrough i in the aircargo 
field, because they are fat and happy with the bulging passenger serv- 
ice and the guarantee and the subsidy behind that if it doesn’t pay. 
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So they are not as hungry as you are to develop a new market and to 
make : a breakthrough, just to put it frankly. 

Mr. Prescorr. Are you going to make it so easy for American 
and United to get into this thing, they will have to get in there, is that 
the object ? 

Senator Monroney. I don’t think this bill will help American, 
United, or Pan American. When you leave those three, I think you 
have a very small chance of interesting any of the other presently 
operating scheduled airlines in the aircargo field, if they have to go out 
and buy the planes and equip their fleets. 

Mr. Prescorr. Well, I don’t like to mention any names, but you 
only have one airline left. 

Senator Monroney. I should have mentioned TWA. 

Mr. Prescorr. Then it leaves only one airline. 

Senator Monroney. Sir? 

Mr. Prescorr. After you mentioned United, TWA, American, and 
us, you have only ene possible carrier left. We don’t want it. 

Senator Monroney. This thing is going—with the domestic traffic, 
what do you think is the percentage of the domestic against the 
international ? 

Mr. Prescorr. I don’t have a figure like that. 

Senator Monroney. It would be many, many times, the domestic 
possibilities of aircargo, at the rates you are ti alking about quoting, 
over what it would be internation: uly ? , 

Mr. Prescorr. I don’t think so, Senator; this airplane that we are 
buying will have a greater rate impact on international flying than 
it will on domestic. 

In other words, where we cut our domestic costs by 40 percent, I 
think we will cut our international flying costs by 55 or 60 percent. 

Senator Monroney. The longer the haul, the lower the rate ? 

Mr. Prescorr. Yes; plus the fact—— 

Senator Monroney. To a certain point. 

Mr. Prescorr. That is right. It is the nature of a group to fly 
Connies overseas, it costs considerably more than to fly it domestic. 
To fly this overseas, the cost difference is narrower. 

Senator Monroney. If you can quote a domestic rate of 45 percent 
below its present rate, you expect a big bulge in cargo to become 
available to you? 

Mr. Prescorr. Yes, sir; we certainly hope so. 

Senator Monronry. Perhaps more than anything Tiger’s ingenuity 
can handle? 

Mr. Prescorr. We won’t worry about that. 

Senator Monroney. The one thing that I would like to take issne 
with you to keep the record straight, where you say on page 4, item 5: 

The various appropriation committees of Congress should be happy because 
they would not have the contingency of huge money outlays to make good on 
guaranteed loans or the accompanying overlay of Government subsidy to cover 
losses under these loans. 

You would not say that is applied to any of the airline loans that 
we have made for the purchase of new equipment in the field? 

Mr. Prescorr. There is a small correction. At the end of that 
sentence, “Government subsidy to cover losses,’ made possible by 
uneconomic acquisition of airplanes under these loans. 
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In other words, what I’m saying is, if you make these loans so easy 
and every Tom, Dick, and Harry comes and gets in the business, and 
some don’t know wh: at they are doing and the ‘y start losing money, 
you are going to hear a great hue and cry, you have to ‘subsidize 
us, because you are we ng money on us anyway. That is 

Senator Monroney. That would have to presuppose the man 
granting the loans in the Civil Aeronautics Board is completely un- 
mindful of the safeguards in the bill, that there was a good chance 
of profitable operation, and that these companies were well experi- 
enced in the business. We feel this presupposes as it has in the feeder 
lines, those loans will be given only to those companies that have a 
genuine need and use for the economic advantages of that particular 
type of. plane. 

Mr. Prescorr. If by the nature of the bill, unless it has to be a 
real risky loan, the people will be getting it from private resources 
The money under this, and our experience in Canad: a, costs more than 
though commercial resources, so if I am not a real risky risk I don’t 
want any part of the Government guarantee. If I am real risky, 
then there is a risk of a loss. 

Senator Monroney. It says on terms capable of producing an eco- 
nomic operation, and the present money market, I’ve heard from some 
sources, that in these used plane pools the people who invest their 
money in that are enjoying about an 18-percent return, which is a 
heavy load for any aircraft, any airline operator to assume. So the 
rate of the money is very definitely related to your opportunity for 
profit. 

Mr. Prescorr. Well, if you are not a very risky loan, you are not 
paying 18 percent. 

Senator Monroney. This is what is going on in this leasing. 

Mr. Prescorr. I know, you get to these nonskeds certificates, they 
have no money. They are completely and totally financed by the 
man getting 18 percent. He should get 50 percent. 

Senator Monroney. Right. But in the purchase of an aircraft, 
I mean without some kind of a loan, you expect. to pay a higher rate 
for a great many operators than you would if the loan is fully guar- 
anteed, or guaranteed up to 90 percent of the amount, would you not? 

ee Prescorr. But 1 would have to also pay you a fee for insuring 

loan. I know that our Canadian loan costs us more than our 
one secured through commercial sources, and that is the very reason 
we are in process of converting it. 

Senator Monroney. Do you have any idea what the rate will be 
when you do that ? 

Mr. Prescorr. No; it depends on the prime rate at the time we get 
it converted, but it. won’t be too high. 

Senator Monronry. That is going up all the time, not with par- 
ticular reference to the security, but just because of the tight-money 
market. 

Mr. Prescorr. No matter how we switch it, we will be better off when 
we switch it to commercial sources. We are doing it as quickly as 
we can. 

Senator Monroney. Do you have any further questions? 

Senator Enate. I think not, except I would like to observe that 
precisely as you a said, when the loan is risky the interest is higher. 
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Of course, if the Government is willing to underwrite it, is is under- 
writing a risky loan, Senator Lausche brought that. up, when he read 
the proivsions of this bill. The biil requires that the borrower be 
prepared to give reasonable assurances of repayment. He said, a 
banker ought to be willing to loan money if you have reasonable 
assurances of repayment. We got into a discussion as to what those 
were, certain things the bankers ask for, that are related L suppose 
to what they regard as financial stability. Presumably the Govern- 
ment wouldn’t ask for those, and there would be a higher risk, but the 
Canadian loans aren’t any different, are they ‘ 

Mr. Prescorr. No. Ours wasn’t a matter—the Canadian law was 
first passed for the backward countries like Brazil, and so forth. We 
just happened to luck into it. They told us it was there, we said if 
we qualify for it we will take it. 

But there was no trouble about our balance sheet, or our projections. 
I’m sure we could have financed this thing, but it was so quick and 

easy, we grabbed it. 

Senator Enceie. You would have gone ahead and brought those 
airplanes anyway ¢ 

Mr. Prescorr. That is why we were up there, Senator. 

Senator Ener. But the reason you took the Canadian loan is be- 
‘ause on a short-term basis it gave you more time to undertake con- 
ventional financing, is that right ¢ 

Mr. Prescorr. Yes, and we got a better deal. We knew we would 
have to add some of our equity structure, and in buying an airplane 
here, during your equity working over here, it is kind of tough. We 
took this in a hurry, and then at our leisure we added to our equity 
structure. 

Senator Enexe. Isn’t that Canadian company a subsidiary of 
Convair? 

Mr. Prescorr. Yes. 

Senator Enexr. Isn’t there any reason why they could not heist 
themselves across the line and build that plane down here ? 

Mr. Prescorr. I don’t think there is. The engines are built in Eng- 
land. The Rolls Royce people I am sure could be induced to be 
brought over here if they got a shot at the market. 

Senator Eneue. This airplane is capable of short hops, is it? 

Mr. Prescorr. It is penalized less on short hops than a jet, yes, sir. 
It operates at lower altitude in the first place. It operates, the altitude 
difference is not as great a penalty on your consumption as it is on a 
jet. In other words, with a jet. you have to get Se 20,000, 25,000, or 
30,000 feet before you get any efficiency at all. The difference in fuel 
efliciency in the CL-44D, between 10,000 and 20,000 feet, is only about 
5 perce nt, so it is very low. So therefore you can use it on short hops, 
relatively easier than you can on jets. 

Senator Enerr. If Douglas should happen to get his converted 
DC-8, as a cargo plane out, it could probably be more efficient than 
a turboprop going overseas on a long haul, is that right? 

Mr. Prescorr. That might be as efficient, but I doubt if it would 
be more efficient. There is a lot of growth in the turboprop airplane 
too. There is a great future in turboprops. We are strong believers 
in turboprops. There are times, and we have now, this 5,730 horse- 
power, in 1963 we are promised 6,600 horsepower, this is not a prom- 
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ise, this is an actual fact. They tell us they are taking that same Tyne 
engine to 10,000 horsepower. If you have a 2,500-pound engine 
putting out 10,000 pounds of horsepow er, you have a pretty eilicient 
machine. I don’t know how efficient a jet 1s to match that. There is 
a great deal of growth for props, and particularly where you are 
concerned with all the costs, speed, doesn’t bother us. The cost, I am 
very much inclined to look for a turboprop airplane for our business. 

Senator Encrz. Thank you very much. 

Senator Monroney. One thing before you leave: The committee 
has been trying to ascertain in the economic field the rule of thumb 
usually applied to doubling the direct operating cost to get the rate. 

I understand, by efficiencies that your company and some of the 
all-cargo people have been able to make, this is not necessarily a fact, 
that you could sometimes reduce, and the ultimate rate to the con- 
sumer is sometimes less than the doubling of the direct operating 
cost. 

Mr. Prescorr. Well, that is sort of difficult, Mr. Chairman, to be 
specific about. 

Our indirect costs are now, I think, about 65 or 70 percent 
of the direct cost. In other w ords, for every dollar we spend on direct 
we spend 65 or 70 cents on indirect. We are going to be in an area 
of volume of goods, and whether—but our direct costs per ton-mile 
are going to go down so low it is easy to say, if your direct costs are 
8 cents a ton-mile, and your indirect is 6 cents a ton-mile, then that 
is where we get our present figure of 60 percent or 70 percent of our 
direct; but, if the direct costs go down to 4 cents, then you have to 
take your 6 cents indirect down to 3 cents. It is one of our unanswered 
questions. 

Senator Monroney. It depends on volume and types of freight, 
length of haul and various other things? 

Mr. Prescorr. Yes, sir; length of haul particularly, and efficiency 
of loading. 

Senator Monroney. Thank you very much. 

Senator Ener. Were you going into this packaging business where 
you load things in containers ? 

Mr. Prescorr. We will precontainerize or prepalletize everything; 
we can turn the airplane around in 3 or 4 hours with our present 
Connie. 

Thank you, sir. 

Senator Monronry. The committee will stand in recess until 3 
o'clock, at which time we will hear Col. Robert W. Johnson, president, 
Logistical Advisors Service. This is associated with the Ballard Air- 
craft Co.; is that correct ? 

Then we will hear Dr. Brewer of the University of Washington 
on further testimony. 

It is the committee’s intention, if no other witnesses are to be heard, 
to close the hearings this afternoon, 

The chairman is wrong. We have another witness scheduled for 
tomorrow morning: Mr. Dwight Taylor, vice president of American 
Airlines. Anyone wishing to be heard should submit his name to 
the committee. We would like to close the hearings tomorrow 
morning. 
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Mr. Casry. I am Joseph E. Casey. I am counsel for Ballard Air- 
craft Co. and Mr. Burnelli. I want to cooperate with the committee 
and keep my time telescoped; so I am agreeable with the committee’s 
suggestion to telescope our time of the witness’ presentation, and 
have the statements put in without oral testimony. If we start at 
3 o'clock, we could finish by 5 o’clock; but I understand you have 
somebody else. 

Senator Monrongey. Yes; we have Dr. Brewer, who was held over 
from yesterday to be heard. We would like to hear the witnesses, 
but unfortunately I have an Appropriations Committee meeting that 
requires my attention from 2 to 3. I will set it at 2:30, and see if we 

‘an move it up, and perhaps you can condense your testimony a bit 
in the process. 

Mr. Casry. Thank you. 

Senator Monronery. The committee will stand in recess until 2:30. 

(W hereupon, at 12:52 p.m., the committee recessed to reconvene 
at 2 :30 p.m. the same day.) 


AFTERNOON SESSION 


Senator Monroney. The subcommittee will resume its hearings. 

When we adjourned yesterday we asked Dr. Brewer of the Univer- 
sity of Washington to permit us to study his report, the various 
ones we discussed yesterday, and to come bac ‘k today to testify further. 

Dr. Brewer, we appreciate your waiting over and the inconvenience 
it may have « tused, and also I wish to express my appreciation for the 
witnesses that we didn’t reach this morning in permitting us to go 
forward with Dr. Brewer so we could complete his testimony. 

We are interested, Dr. Brewer, in the relative growth of air cargo— 
of the air cargo industry—if we go to a modification and conversion of 
present-day piston-driven aircraft as opposed to the production of the 
new ty pe of all-cargo aircraft. 

I notice in your study, “Air Cargo—The Big Breakthrough,” under 
date of November 1959, the paper “that you submitted on page 7 you 
state: 


Interim aircraft for the breakthrough period— 
and I quote— 


Most managers in the airline industry are looking at two phases of their equip- 
ment problem during the breakthrough period. The first phase is one in which 
they are considering interim aircraft that will give them increased capacity 
at reduced costs without sacrificing frequency of service. This is a step in the 
evolutionary process. Frequency of service must not be sacrificed, but at the 
same time capacity and tonnage must be increased rapidly in order to make the 
next step. The interim turboprop aircraft that are being purchased, and the 
piston-engined planes being modified for cargo may temporarily hold back the 
transition to pure jets and larger, more economical turboprops 3 to 5 years, 
but the ordering of these craft will occur during the breakthrough period. 


I wish you would amplify that for the advantage of the committee. 
FURTHER STATEMENT OF DR. STANLEY BREWER 
Dr. Brewer. You understand that I haven't had the opportunity 


to sit around the table with some of the larger airlines that are mak- 
ing these decisions, and anything I say here is my opinion from hav- 
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ing studied the subject and having talked to quite a number of people 
in the industry and the feeling that I have developed for what is about 
to happen in this industry. 

It seems to me that there are two approaches that top management 
in the airline industry could take at this moment of time. One would 
be to play sort of a waiting game, and this would seem to be a safe 
thing to do because there are very many technological developments 
going on in the industry at this moment of time. 

We see and hear about new things almost every day, so that if they 
delay the ordering of new modern all-cargo airer ratt they probably 
are going to be able to take greater advantage of these technological 
breakthr oughs at some subsequent date. 

In the meantime, they I think realize that the air cargo industry is 
a “sleeping giant,” that it has to be given attention, that one way to 
give it attention is to convert the piston = airplane and to con- 
tinue to build capacity so that this capacity can be easily absorbed 
when they do buy the larger turbine-powered inp ines which will be 
more economic al. 

There would be two points of view on this sort of an approach. 
According to the data that has been released by the aircraft manu- 
facturers, and we are getting fairly recent experience data from the 
oper: ators of the turbine-powered passenger airplanes at the present 
time, which gives us reliable information, it would appear the newer, 
larger turbine powered airplanes would be able to move freight at a 
direc ‘t operating cost of about one-third that of the older piston engine 
airplanes. This isonaton-mile basis you understand. 

This would mean that if they jumped into the turbine era, bought 
the 10,000-pound capacity airplanes, they could operate them at a 
30-percent load factor, tariff rate, at approximately the same cost 
that it takes to move freight with a 100-percent load factor with the 
older, less efficient piston-driven airplanes. 

So that here you have the two approaches from a management point 
of view. One to wait to see what happens, and there have been a 
ereat deal of things besides the technological developments. I think 
people have been waiting to see what happens to MATS, because 
MATS is certainly potentially one of the very largest customers the 
commercial airlines have. They have been waiting to see what hap- 
pens in the domestic all-cargo case to see whether the cargo carriers 
will be permanently certificated. 

There is another very large proceeding going on in which there 
is involved the investigation of the entire route structure of the entire 
Pacific area which is important to this thing, and of course there has 
been this proposed legislation. All of these things have dictated that 
management in the airline industry wait to see what happens before 
they jump in and order the new airplanes. 

In the meantime the manufacturers have not been able to settle on 
one design that they are satisfied with, and it is my impression that 
they have quite a number of airplanes on the drawing boards of a 
cargo configuration, and that they are able to offer a prospective buyer 
quite a number of alternatives in terms of kind of engine it has, con- 
figuration, and various other aspects of the thing. 

“So in the meantime we still have the airport problem, we still have 
the terminal problems that have to be solved, we still have to find an 
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acceptable standardized loading system that these people are proud of 
and feel is the latest word in the state of the art. 

Those are the things that I looked at and led me to making the state- 
ment that you refer to, Senator. 

Senator Monronry. What, then, would be the difference in the 
growth of the industry if they go to new aircraft instead of holding 
back until these present-day aircraft are worn out or found to be no 
longer good operating planes? 

Dr. 3 EWER, Although I am sometimes introduced as being an econ- 
omist, I do not consider myself enough of one to be able to draw an 
accurate demand curve for aircargo transportation, and I don’t know 
of anyone in this industry who is able to do SO. 

We are very much convinced that there is substantial elasticity of 
demand for aircargo transportation, and that this demand curve flat- 
tens out very fast as you move down the rate scale from the present 
average rates of 18 and 20 cents a ton-mile, down into the 10-, 12-, and 
15-cent category, and even below that. If you have an airplane that 
operates at a direct operating cost of 4 cents a ton-mile, then it is 
possible under some circumstances to carry freight at barely over this 
direct operating cost in order to generate their movement, or to satisfy 
backhaul requirements, or for various other conditions. 

So if you have a real low-cost vehicle, this might dictate a highly 
stratified pricing structure with lots of discretion, which would en: hie 
these people to attract a very substantial amount of traffic. 

So that what we are really talking about here is their ability to 
reduce rates which stem from their ability to reduce their costs. 

We are also talking about the economies of scale in terms of indirect 
costs which result from increases in the volume of traffic. 

So that if they continue to operate aircraft with direct operating 
costs of something ap proaching 8 to 10 cents, and an indirect alloca- 
tion of equi al amount to it, they are talking about costs of 18 to 20 cents 
a ton-mile, and the yield has to be at this level or above before they 
get any kind of a return on their increase. 

If we talk about an airplane that has a direct operating cost of 3 

‘4 cents a ton-mile, and we add even 10 cents on top of this, we are 
ialinn about 13 or 14 cents total, and if we develop the kind of a scale 
over a period of time, indirect costs could come down proportionately 
which should enable these people in time to offer aircargo transporta- 
tion at a breakthrough of 10 to 12 cents per ton-mile, which means a 
very rapid acceleration in the development of aircargo transportation. 

So long as they are continuing to operate with airplanes that have 
a total cost of something approaching 18 cents, there is going to be a 
great hesitancy to reduce the price of transportation much below this, 
but once they get at the point where they have larger airplanes that 
have a total cost approaching something like 10 or 12 cents, why then 
there will be a real incentive for them to reduce the price of trans- 
portation in order to fill up these cargo airplanes because it will be 
profitable to do so. 

So that it is difficult to say how rapid this acceleration may bh», and 
it may be somewhat keyed to their ability to absorb growth, but I 
would say that if they jumped into a more economical airplane, then 
the industry should grow much more rapidly than it has in the past. 

Senator Monronry. Would the witnesses permit me to join another 
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committee for a brief period? They were not ready for me when I 
was there before the hearing was opened, par they now tell me they 
are. So the committee will stand in recess for about 10 minutes while 
Tamexcused. lam sorry for this interruption. 

(A short recess was taken.) 

Senator Monronry. The subcommittee will resume its hearing. 
My apologies to the witnesses for having to leave to see about trying 
to get an Indian schoolhouse in Oklahoma, which sometimes has a 
greater importance to a lot of people than aviation. 

Mr. Murphy, counsel of the committee, has some questions. 

Mr. Murruy. Dr. Brewer, in the annual report for 1959, the CAB 
states that the cost of the aircargo movement has remained suffi- 
ciently high that large-scale use of aircargo has not occurred. 

Do you agree with that statement ? 

Dr. Brewer. Yes, sir. 

Mr. Murrny. The Board then goes on to say—— 

Dr. Brewer. Beg pardon, sir? 

Mr. Murpuy. The Board then goes on to state that the use of con- 
verted airplanes essentially designed for other purposes is generally 
credited with being one of the reasons for the relatively high cost 
attaches | to transportation of cargo by air. 

Do you agree with that statement ¢ 

Dr. Brewer. I don’t think there is any doubt about it. 

Mr. Murpuy. We have had testimony thus far in the hearings that 
a number of the certificated carriers are already embarked on a pro- 
gram of converting airplanes essentially designed—and I am quoting 
now from the language of the Bos ird—essenti: ally designed for other 
purposes than the carriage of cargo,” and I would like to ask if in 
your opinion such a program would result in a static condition in the 
industry insofar as our aircargo lift capability is concerned ? 

Dr. Brewer. Well, I would say that “static” is a fairly strong word, 
because it implies that practically nothing will happen. It is my 
opinion one of the things that has held back —— of the aircargo 
industry is the lack of sufficient capacity to move cargo that shippers 
wanted to move through the air, and that they have been forced m: ny 
times to use surface transportation when they really needed carrier 
lift. 

This is something that I testified to in part yesterday, but I will 
amplify if it seems desirable. That now for the first time there is 
available sufficient airplanes so that these people can provide the 
required airlift, the lift that the public demands, and so one of the 
things they are doing is converting the piston- engine airplanes that 
will be uneconomical in competition with the jet aircraft to cargo roles, 
and by supplying this additional capacity at approximately the same 
rates they are fulfilling a demand for additional aireargo transporta- 
tion, and therefore this industry will grow as a result of this fulfill- 
ment of the demand that has always been there but has not been 
satisfied. 

Mr. Murrny. Well, in other words, in your opinion there is a 
present market, at present rates, to fill the capacity of these planes 
which are now in the process of conversion? Or will be converted 
from a passenger-type plane to a cargo plane ? 
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Dr. Brewer. I don’t think I said that, because I really haven’t 
analyzed this in any great detail. I can’t tell you at this moment of 
time how many airplanes are scheduled for conversion. 

I do know that there are quite a number of them, maybe as many as 
30 that are scheduled into conversion, and that this alone is going to 
increase the capacity substantially to carry aircargo, and that now 
there will be some incentive on the part of the airlines to go out and 
sell aircargo transportation to fill this capacity. 

I think that the airline industry has done. very little in the way of 
market research, and I think they will agree to this, to find out exactly 
what the demand is for aircargo transportation. 

They are perfectly willing to carry on a lot of conversation about 
it, and suggest that they feel that there is a substantial amount of 
demand, but they have not followed this, so what they are doing is 
testing the market with the increased capacity. I don’t know whether 
they will be able to fill up the airplanes they have scheduled for con- 
version, but the people I have talked to are very optimistic that they 
will be able to fill up these airplanes even at present high levels of 
the rate aircargo industry. Does that answer your question, sir? 

Mr. Mvurpuy. I believe so, in part at least. 

Do you have any idea from your research of the approximate cost 
of conversion of let us say a DC-6, or a DC-7, from passenger con- 
figuration to a cargo configuration ? 

Dr. Brewer. Well, if 1 m: iy indulge in hearsay, the only airplanes 
that I know of that have been scheduled for conversion are DC-7’s, 
and I will have to call on my memory that might be very bad, but I 
think it can easily be documented. These figures have been reported 
in the trade press, and my memory tells me it is something approach- 
ing $400,000 apiece. 

Mr. Moureny. Over what period of time would the company be 
allowed to write that off for reinvestment, that capital expense ? 

Dr. Brewer. Mr. Murphy, I am not enough of a tax expert, I have 
trouble keeping track of my own taxes. I Just don’t know. I know 
ordinarily they write the airplane off over a 7-year period, but a capital 
improvement of this nature, maybe they would write it off faster 
than I anticipate, so I just can’t testify to it. 

Mr. Murrenuy. We heard a good deal about the fact that it is pos- 
sible for some airlines to engage in the cargo business with 
aircraft that have been written off. Isn’t it a fact that there will have 
to be a substantial investment—capital investment—in these old air- 
craft to make them usable for cargo purposes ¢ 

Dr. Brewer. Oh, the 7’s were not constructed for cargo operation. 
The doors weren’t large enough, they weren’t strong enough, so a very 
substantial conversion job is necessary to prepare them for cargo 
operations; yes, sir. 

Mr. Morprty. So is it fair to say that you foresee for at least a 
reasonable period of time if the industry does not equip with mod- 
ern all-cargo aircraft, that we are going to have a fixed, irreducible 
cost of carriage of goods by air ? 

Dr. Brewer. In the piston-engined airplanes that are being used 
at this moment of time, the only way they can reduce rates is to com- 
promise their position of indirect costs. 

Mr. Murpuy. On indirect costs? 
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Dr. Brewer. Yes, sir. 

Mr. Murpuy. Haven’t you found in your studies there is a definite 
relationship between direct operating costs of the aircraft and the 
future of the aircargo market ? 

Dr. Brewer. Costs are tied to rates, either very directly or in- 
directly. If you can reduce costs, then it is possible to reduce rates, 
and if you can reduce rates, the amount of cargo traffic that you de- 
velop should grow. 

If you can reduce rates drastically, you will get a greatly accelerated 
rate of growth in the aircargo industry. 

Mr. Murray. W ell, do you foresee, under present conditions that 
exist in the industry, any hope for any reduction, substantially? Sub- 
stantial, meaningful — tion in the aircargo rates ? 

Dr. Brewer. Yes, sir; I do. 

Mr. Murruy. Would that be by reason of savings on indirect costs? 

Dr. Brewer. I would say savings on direct and indirect. Both Sea- 
board and the Flying Tiger lines, : they have testified here, purchased 
Canadair CL—4’s, and although I do not profess to be a cost engi- 
neer, I believe that the sales brochure these companies put out have to 
be reasonably reliable with respect to costs, and understand I have no 
illusions about a sales brochure, but indications are they are going to 
be able to cut their direct costs in half with this airplane. So the 
minute they put an airplane into the domestic market, or even in the 
oversea market where they are able to cut their direct costs in half, 
we have suggested we think there is substantial economy of scale in the 

indirect costs, this meaning that their entire cost structure goes down 

very drastically. They full well realize that growth in aircargo is 
tied to price, and I am sure that they have announced publicly that 
they are going to try to reduce rates for aircargo transportation. 

As I have stated in some of my publications, I think this reduction 
may be resisted by those people who operate the piston-engine air- 
planes that they have converted, so that here is where we come to grips 
with the cost-price relationship problem. 

Mr. Murrpuy. Thank you very much, Doctor. 

Senator Monronery. Doctor, you will help us indeed if you could 
supply some of the basic data which the committee would like to have, 
and the staff will work with you on obtaining, in your other studies. 

We would appreciate very sincerely your helping us get this, par- 
ticularly from the Stanford report, which you direc ted. 

I believe that we have a good synopsis of your views, and the sta- 
tistical data I think that could be forthcoming will help us to round 
out the very valuable assistance you have been to this committee in 
making this information available, both through your testimony and 
through the volume of your several studies which have attracted so 
much attention in the aircargo industry. 

We appreciate very much your appearing here waiting over to be 
heard today, and if we can work with you on the obtaining of these 
statistical tables that you have helped to secure in your Stanford study, 
it will round out our interest in this particular phase of our study. 
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Thank you very much for your courtesy that you have given to this 
committee in appearing and making usable the data which you have 
provided. 

Dr. Brewer. Thank you, sir. I am glad to have been of some help. 

Senator Monroney. Thank you, sir. 

Our next witnesses require a considerable amount of time. 

Col. Robert W. Johnson, president of the Logistical Advisory Serv- 
ice, accompanied by Richard T. Cella, Capt. Jay E. Brandt, Gen. Ray 
A. Dunn, and your committee counsel, formerly Congressman Casey. 

Will you bring forward to the witness table your witnesses, and we 
will be glad to hear you, Mr. Casey. 


STATEMENT OF JOSEPH E. CASEY, COUNSEL FOR BALLARD CO., 
AND VINCENT J. BURNELLI 


Mr. Casey. My name is Joseph E. Casey. I am an attorney with 
offices in the Ring Building. I am counsel for the Ballard Co. and 
for Vincent J. Burnelli. Mr. Burnelli is an airplane designer and 
engineer of great repute m the aeronautical world. He was born in 
Temple, Tex., November 22, 1895. As a very young man, after great 
experience in designing aa engineering, we come to the year 1919, 
when he engineered America’s first great airliner, which carried 18 
passengers. 

[ hold in my hand pages from History of Aviation, and there is 
the young Burnelli pictured, showing the airliner arriving in Wash- 
ington September 11, 1919, after its flight from Milwaukee. 

Vincent Burne Tf was engineer and factory superintendent. The 
President, then Senator Warren Harding, Senators McNary of Ore- 
gon, Henderson of Nevada, Secretary of War Newton Baker, Senator 
Hoke Smith of Georgia, and others, and I would like to submit it for 
the record to show that Vincent J. Burnelli at that very early date 
Was renowned as an engineer and airframe designer. 

In 1927 he was with the Donohue-Burnelli Aircraft Corp. as gen- 
eral manager of that company. He had his own company, the sur- 
nelli Aircraft Corp., in 1935. He went up to Canada with the Ca- 
nadian Car & Foundry in Montreal in 1944, and it was while Slave 
in Canada that he designed and engineered the plane which we are 
going to talk about today. 

He has been issued 92 United States and foreign patents. He in- 
vited and reduced to practice the Burnelli all-wing and lifting body, 
and flying wing type of design. 

Mr. Burnelli is ill and not expected to be here today, but he would 
like permission to put his statement in later. 

The Ballard Co. is the owner of the Burnelli patents and the Bur- 
nelli lifting body planes. 

We have here today some officers of the Ballard Co., and among the 
witnesses I venture to say there is almost 200 years of flying ex- 
perience, who will testify about this plane, which is a pure cargo plane, 
and where it might fit into the committee’s scheme of things. 

Our first witness is General Dunn. 

General Dunn, will you take over. 
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STATEMENT OF BRIG. GEN. RAY A. DUNN, BALLARD AIRCRAFT 
CORP. 


General Dunn. I wish to express my sincere appreciation to the 
chairman and members of this committee for allowing me to testify 
here today concerning the aircraft design which I believe best meets 
the requirements set forth in S. 2774. 

My name is Ray A. Dunn. I am executive vice president of the 
Ballard Aircraft Corp. My aviation experience started in 1913. I 
_— 32 years in the Air Force, in a flying rating, a command pilot. I 

vas retired with the rank of brigadier general. 

In 1929 I organized the first scheduled aircargo transport service in 
the Army Air Corps. 

During World War II I organized and commanded troop carrier 
units in the British, African, Sicilian, and Italian theaters of op- 
eration. 

At the time of my retirement I was director of materiel of the Mili- 
tary Air Transport Service, where I instituted the global supply con- 
cept now in operation in that service. I have also ‘been a consultant 
with the Daniel Guggenheim Fund for the promotion of aviation. 

From this experience I feel that I can speak on aircargo matters. 

We hear on all sides that there has never been manufactured in 
America a commercial cargo aircraft, and that none are in prospect. 
This statement is almost, but not quite true. 

The corporation I represent now has in being a completely developed 
aircargo aircraft specifically designed for the purpose. It is available 
at F riendship Airport for inspection and demonstration at this 
moment. 

Gentlemen, I would like to state here that the development of this 
design to its completed state, and the manufacture of the prototype 
aircraft, was accomplished without the assistance of one penny of 
Government or taxpayers’ money. 

The aircraft known as the Loadmaster was developed as a cargo 
aircraft, and is not a modification of a type formerly used for military 
or passenger service. 

The design principally, having been thoroughly proven by the per- 
formance of the prototype, can_be incorporated into the develop- 
ment of larger capacity aircraft by a blowup of the design. We can 
start manufacturing of our 43,000-pound gross weight aircraft im- 
mediately with most of the development costs behind us. 

MATS, in a proposal for bids to provide Logair service, set forth 
in their requirements for specific performance and standards to be 
met by the carrier as follows: 

(1) Licensed, operated, and maintained in accordance with FAA 
and CAB regulations. This is what Senator Monroney was referring 
to this morning, the MATS having set up standards for the perforin- 
ance of service, specifying the type of aircraft that would be used. 

The aireraft must maintain a minimum of 200 knots, block-to-block 
airspeed, for 500 nautical miles. It must have a minimum available 
cabin load of 15,000 pounds on route patterns 1, 2, and 3, and a mini- 
mum available cabin load of 25,000 pounds on route pattern 4. 

Truck-bed loading height of 40 inches to 54 inches. Nose or tail 
loading characteristics. 
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Minimum cargo loading door size for aircraft operated under pat- 
terns 1, 2, and 3 is 76 inches high by 96 inches wide. Minimum 
cargo loading door size for aircraft operated on route pattern 4 is 
96 inches high and 96 inches wide. 

No commercial aircraft currently manufactured in the United States 
meets these standards, but we can start manufacturing aircraft to meet 
the 15,000-pound requirement immediately, and we have a projected 
design with a 30,000-pound payload to meet the 25,000-pound re- 
quire ment. 

The Army held a conference at Fort Monroe on December 2, 1959, 
to which the aircraft industry were invited, and at which they estab- 
lished criteria for the transport type of aircraft that they require in 
their operations. 

Our Loadmaster design meets the criteria established by the Army 
in this transport class. It meets all requirements of its performance, 
and its total characteristics, safety, and usage, and the design could 
be utilized by the Army as an all-purpose transport with the follow- 
ing capabilities: 

Troop carriers, par troop assault; landing assault ; airborne surgical 
unit and field hospital; air evacuation ; surveillance, assault operations 
from aircraft carriers. 

In connection with the joint operation with the Navy and Marines, 
and for normal logistic purposes. 

It could be used also for special purposes, such as flying classrooms, 
aircraft repair shop, command post, headquarters, communication 
center, and many other numbers of uses, to meet the Army quota. 

I believe a limited war is now considered more probable than a 
nuclear war, and today the United States is not capable of lifting 
and properly supporting overseas a single division. This, therefore, 
emphasizes the need for a civilian reserve commercial aircraft ready 
to provide that airlift should the occasion require. 

I should emphasize that military application would in no way com- 
promise the integrity of the Loadmaster design and the changeover 
from civilian to milit: ary use would require only minor work within 
the cabin itself and could be accomplished within a matter of hours. 

To the best of my knowledge, no U.S. airframe manufacturer now 
has either in production or on the drawing board a cargo airplane in 
this weight class, that is, the 43,000-pound gross weight. 

It was upon this category of airplane that our aire argo industry 
was built, and only upon which it can expect to survive. 

In addition, the corporation plans to continue development of cargo 
aircraft of the 30,000- and 60,000-pound payload class. Because the 
design principally involved already has been developed, and generally 
would apply to any size aircraft, larger versions of the prototype 
could be developed at a minimum cost. 

Structural savings in the Loadmaster design will make possible the 
manufacture of such airplanes at approximately half the cost of con- 
ventional aircraft of the same gross weights. 

Summarily, its greater payload capacity and lower maintenance 
affords it a sharply reduced operating cost. 

Perhaps of greater importance, though not germane to the subject 
at hand, are the sa fety features the Loadmaster design embodies. The 
danger of explosions and fire which have taken so many lives in con- 
ventional airplanes has been greatly reduced because landing gear and 
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all working systems are accessible in flight, hazards caused by equip- 
ment failure also have bie *n reduced tremendously. 

Other structural features afford food, cargo, passengers far greater 
protection in the event of collision or crash than is found in conven- 
tional design. 

The Loadmaster is less expensive to build. It is safer, has a lower 
operating cost, and better performance characteristics than conven- 
tional aircraft. 

I concur with Hugh Herndon, Bert Acosta, Wiley Post, Clarence 
Chamberlain, and other aviation immortals who proved through early 
models of this design that the Loadmaster makes conventional air- 
craft obsolete. It is my honest and long-studied opinion that only 
around the lifting body design can a modern, economical aircargo 
industry be built. | 

Also I believe that only this aircraft concept will allow the earliest 
possible development at a minimum cost of the civilian airlift which 
will be so vitally needed by our military in the event of an emergency. 

jallard Aircraft Corp. is prepared to cooperate with the Federal 
Aviation Agency, the Department of Defense, and American airframe 
manufacturers to produce aircraft of this design and thus bring about 
an early realization of the objectives of the bill before your committee. 

Except for the MATS requirement for aircraft, for their inter- 
continental airlift, the most important requirement is an American- 
built aircraft to replace the short-haul and local service aircraft in 
the United States. It was upon this weight aircraft that the air 
transportation business was built. It will ‘be upon this weight air- 
plane which the growth of the aircargo business will depend. It will 
be this weight airplane that the Army will need to meet its limited 
war requirements. 

We are prepared to start production immediately on such an air- 
craft. Many aircraft manufacturers recognize the value of our de- 
sign, and would be pleased to manufacture this design if the Govern- 
ment order was available. 

Bankers are reluctant to finance the manufacture of aircraft with- 
out Government recognition or acceptance of an aircraft design. 

Senator Monroney. Thank you very much, General Dunn, for your 
very helpful statement. 

Mr. Casey. 

Mr. Cassy. Now. I wish to present Mr. Richard Cella as our next 
witness. Mr. Cella holds a bachelor and master of science degree as 
an aeronautical engineer from the Massachusetts Institute of Tech- 
nology. He has been an aerodynamist with Consolidated and Grum- 
man Air Corp. He flew 200 missions during World War II in cam- 
paigns as a squadron commander in the Air Force. He was formerly 
assistant to the Deputy Chief of Staff of the Air Force for Research 
and Development, and his Reserve assignment is in the Ballistics 
Missiles Division, Air Research and Development Command. Mr. 
Cella. 

STATEMENT OF RICHARD T. CELLA 


Mr. Cetia. Thank you, Mr. Chairman. 

In speaking about the Burnelli airplane, we have tried to keep focus 
on the aircargo business. The aircargo business is a function of the 
cost, and the cost has always been a function of the size and speed 
and the nature of the power of the aircraft. 
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This has always been confined by those people operating these equip- 
ments, and the manufacturers th: at build these equipments, to the 
areas as mentioned, which has always led to larger, more expensive 
aircraft. 

For example, the mentioning of the DC-8, with the swing tail, is a 
long-range aircargo. However, aircargo is a nationwide requirement. 
The ability to move aircargo. And this requires that we have the 
size aircraft which can operate economically over long ranges, the 
development of aircraft which can operate reasonably economically 
in the shortrange ranges. 

It is in this area that the Burnelli airplane is offered. It is com- 
petitive. It could be competitive in the larger sizes for the longer- 
range aircraft, but it meets the economic and logistic requirements for 
the short-range equipment. 

I wish to speak a moment about the Burnelli airplane. From an 
engineer’s point of view, the ideal craft is a pure wing, but the pure 
wing imposes a lot of difficulties. It is basically and “inherently un- 
stable, and the Northrop Flying Wing tests which resulted in failure 
indicate the inability to accomplish this objective. 

Hfowever, if the Wing would be generated to a small degree, to the 
extent that only the cargo area be exploded in thic kness, and a tail 
section be added hanging on some boom, this has all of the advantages 
of the pure wing, and yet 

Senator Monroney. Let us use the word “expanded” and not “ex 
ploded,” we have had enough explosions before this committee. 

Mr. Cextxa. All right, expanded, if you will—you end up with 
virtually the Burnelli configuration. 

The technical reasons behind the Burnelli’s all advantages lies 
largely in the fact that owing to configuration alone the airplane can 
be produced for about 30 percent less weight empty to do the same 
gross weight job, and this 1s possible simply because of what we call 
multiplic ity of function of structure in which one piece of structure 
does several jobs. 

The Burnelli airplane is ideally suited to the air logistics business, 
owing to its cube form structure, the very low silhouette of the air- 
craft, which precludes a great deal of ground equipment. 

The bed, or the floor ‘of the airplane, is in normal attitude at the 
same height truck beds are, so it lends itself to great facility with a 
minimum of ground equipment. 

In speaking about this bill there has been, as I listened to the ob- 
jections to the bill, on the grounds that operators can take advantage of 
it, and the fact that there are no airplanes to buy, the bill to supply 
money for aircraft which are not available. Aircraft are always 
available in the minds of engineers and people, but the thing that 
motivates all progress of this kind is money. 

It is very difficult to academically sit down and decide how many 
operators would be interested in how many airplanes if the manu- 
facturers had built the aircraft, but if the funds were made available, 
the various types of operators would make their appeals for the sup- 
port and go to the various manufacturers and develop the various types 
of cargo ‘pl: ines that are needed to give us really good air logistic 
support and airfreight movement capability. 

The airfreight problem in this country is not going to be solved by 
the development of one airplane alone. It is going to take quite a 
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number of different types of airplanes, perhaps three or four, to serve 
the various types of aircargo requirements. 

My own personal feeling i is that a bill of this nature would be the 
kind of sparkplug that would get a program of this kind going. I 
think it is important that the program be generated federally, owing 
to the fact that with a normal growth rate the numbers of aircraft 
that will be available to the Government for airlift in cases of emer- 
gency will never be sufficient for the demand that we see in the near 
future. 

The urgent requirement for airlift for this country is going to come 
in the next 5 years, from the prognostications if they are true, and cer- 
tainly the normal growth in the next 5 years is going to be insufficient 
to provide these numbers of airplanes. 

It is hoped that this type of bill would provide the funds for opera- 
tors to acquire the airplanes, and it is our feeling that the Burnelli 
airplane would be one of those airplanes considered, owing to its 
peculiar characteristics to the aircargo business. 

Senator Monroney. Thank you very much, Mr. Cella; for the in- 
formation of the chairman, and the staff, this is a turbine-powered 
aircraft ? 

Mr. Cretxa. At the present time it is a piston-powered aircraft, but 
it lends itself to turbine power; yes, sir. 

Senator Monroney. Under virtually the same wing configuration ? 

Mr. Cetra. It is basically the same configuration, merely expanded 
to a somewhat larger size to accomodate the higher powers. 

Senator Monroney. The picture I have be fore me i not indicate 
the undercarriage. The envelope in which the cargo would be carried 
would be the lower part of the center structure between the two tails? 

Mr. Ceuxa. Yes, sir. The undercarriage is on the bottom side, 
immediately behind the end of the engines. It is carried by the 
fuselage section. 

Senator Monroney. Where does it load ? 

Mr. Cetxa. It loads laterally underneath the wings. 

Senator Monroney. A clamshell ? 

Mr. Cetxia. No, sir; these are sliding doors, but we had hoped to 
include doors which would slide back and lower to make an opening 
in the rear for rear loading. It is not shown on that airplane, but 
it is no problem, it is merely a question of doing it. 

Senator Monroney. Now, the picture of the airplane we see here is 
the one for the short haul ? 

Mr. Cetxa. Yes, sir. 

Senator Monroney. With the 25,000-pound lift, I believe, General 
Dunn testified to. 

General Dunn. That is a 15,000-pound. 

Mr. Cenia. Payload. 

General Dunn. It actually has a 16,000-pound payload, but 
meets 

Senator Monronry. How much? 

General Dunn. 16,000 pounds, but it meets the 15,000-pound cate- 
gory for MATS. 

Senator Monronry. You mean Logair? 

General Dunn. For Logair, for service to MATS. 

Senator Monroney. The range of MATS’ weight would be what? 

Mr. Ceuia. Well, sir, the short haul, the range in this airplane I 
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believe is something in the order of 1,000 miles. We can carry the 
15,000 pounds a thousand miles. If the airplane, this particular con- 
figuration, is required to go 2,000 miles, obviously we have got to 

sacrifice the weight. in saeleid to carry more fuel, but in the short- 
range airplane a thousand miles is considered adequate. 

Senator Monronry. In other words, you advocate the present di- 
mension as a short-range airplane, but your testimony is that it can 
be built up with the same general configuration of the wings and all 
and expanded into a much heavier lift ? 

Mr. Creiua. Yes, sir. 

Senator Monronry. Ata greater range, is that correct ? 

Mr. Cetua. Yes, sir; that is correct. 

Senator Monroney. Is someone prepared later to give us the sta- 
tistics on the cost per ton-mile operations ? 

Mr. Casey. I think Mr. Cella can do that. 

Mr. Cetia. Yes,sir. I have some data here, sir, that we worked up. 
As a matter of fact, I have a comparison here of the Lockheed 1049, 
and the CL—44, which Mr. Prescott’s line are acquiring. 

Senator Monroney. Does the committee have those tables? That 
is this table here; is that correct ¢ 

Mr. Crtua. Yes, sir. 

Senator Monroney. Titled “All Cargo Comparisons.” 

Mr. Cetxa. Yes, sir. I will direct my remarks to that table. 

The present Connie, 1049H, has a direct operating cost of 8.15 cents 
per ton-mile, and the CL-44D, built in Canada, has a predicted rate 
of 5.02 cents per ton- mile. 

Mr. Casey. Is that the Canadair we heard about this morning? 

Mr. Cena. Yes, that is the Canadair. That isthe same airplane. 

Taking the Burnelli configuration, and making an equivalent size 
airplane, the equivalent that is in payload, the Canadair has a 63,000- 
pound payload, I believe—I can’t find it here—but we built the Bur- 
nelli using two of these 5,000 horsepower engines, which would carry 
60,000 pounds 2,000 miles, and our cost figures, using the same cri- 
terion for depreciation, engine maintenance, airframe maintenance, 
insurance, troop training, travel, et cetera, comes out to be 3.52 cents per 
ton-mile. 

Senator Monroney. This is your so-called ATA formula on the 
direct, operating costs? 

Mr. Cetia. Yes, sir. Using the same basis of determination. 

In other words, the Super Connie is 8 point something or other, 
the Canadair is 5, and the Burnelli configuration would be 3.52, 

This savings comes from the fact that first of all vou build less 

weight. of equipment, you are flying less airplane around for the 
amount of cargo. We do this job with two engines, as against four 
engines. And it is those factors which are reflected in this significant 
economy of operation. So that with a 60,000-pound airplane, a pay- 
load : airplane, the data that—the rates that we get represent a signifi- 
cant improvement over the Canadair, which was sufficiently superior 
to the conventional current airplanes to warrant their purchase by 
Flving Tiger. 

Senator Monroney. You can take off with a maximum load, which 
is calculated at 6,000 feet, against the 6,600 for the Constellation and 
7,660 for the CL-44D;; is that correct ? 
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Mr. Cetia. Yes, sir. 

Senator Monroney. That is under the CAR regulations ? 

Mr. Cetxa. These are all according to 04.9; yes sir. 

Senator Monronery. The av erage cruise speed, 328 miles an hour, 
against 292 for the Constellation and 386 for the CL-44D; is that 
right? : 

Mr. Cetxa. Yes, sir. 

Senator Monroney. Are these based on turbine? 

Mr. Creiia. Yes, sir; these are turbine power. These are the same 
engines. These are British engines developing 5,500 horsepower. 

Senator Monroney. Do I understand this is a plane you have 
built ? 

Mr. Branpr. No, sir; it is ona design basis. 

Mr. Cetxa. This airplane is an extrapolation from the data we have 
achieved from the building of the one that now sits at Friendship 
Airport. 

Senator Monronry. I see. 

Ve will include these statistics in the record. 

(The material referred to is as follows:) 
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All-cargo operator comparison 








L-1491f | CL-44D-4 | Burnelli- 
LB 30 

PED WEN dl 5d kita reac an don dade adcapenuscouen a $2, 000, 000 | 1 $4, 140, 000 $1, 800, 000 
Engine and airfr: me spa ON ge ase ook icgatateaa iatatall 635, 000 | 736, OOO | 500, 000 
RD COG Or MINOT ALTE sins ais in kdb seeuk ux caabie 2 635, 000 | 4, 876, 000 2, 300, 000 
ie TEES SO idee. ie Ds eee 20 32. 65 | 30 
A/C empty weight_--_-- jcieansetarst oni nl Thassos Streets ade a 35 45 | 30 
Re INR ee es ann a a thd ate ...miles per hour__-}| 256 | 350 2x0 
| — 

Direct operating cost per hour (4,000 hours per year utiliza- | | 

tion): 
A, SIE MT ATO VON 6 6 vans on ome cccenednaus onde s $65 $74 | $51 
2. Insurance J Pitudedcewces -.| 18 | 36 | 13 
3. Fuel and oil ; 4 ios a Gps 120 | 123 | 62 
4. Airframe mainten: unce and overhaul 2 = dint ormatemane 69 | 80 | 45 
5. Engine maintenance and overhaul 2__.......-...._-_-.- | 61 | 105 52 
I one wish auc a eibilel 85 157 74 
en MAUR AIOE SONI os ecco wicca tertile cl 418 575 | 297 
Direct operating cost per mile Ree ated Eee $1. 63 | $1. 64 $1. 056 
Direct operating cost per ton-mile gees ‘ : aa $0. O815 $0. O502 $0. 0352 
Direct operating cost per ton-mile ibis ciageteaedaw pre -cents_-| 8.15 5. 02 3. 52 
| = = |= == | === c= 
NO ade naman e.s. hp__} 4x 3,500 4x 5,730 2 x 6,000 
Maximum takeoff weight eee j _..pounds 140, 000 | 205, 000 150, 000 
Maximum landing weight ie cst Scat cee eer | 118, 300 | 165, 000 125, 000 
Maximum zero fuel weight hats cheat calbecamata eae GG... 113, 400 155, 000 | 120, 000 
Payload ___-- Behe tase tet ee ae ee 40, 123 | 64, 360 | 60, 000 
Operating weight e mpty y a Ra a ei 73, 277 | 89, 700 60, 000 
erent Geren Onweraey ><. 5... ...2.scc.cc _eubic feet__| 5, 234 7,391 5, 000 
Maximum fuel capacity. _.....-..-- iis aig ie .U.S. gallons__| 7,750 | 10, 200 | 6, 100 
Maximum fuel weight_- ee pounds 416, 500 68, 500 40, 850 
Ok a a ee a ee es ey eS: a 5, 100 | 9, 000 5, 000 
Maximum payload es fae PETES Se Se: do.._-}| 26, 600 | 50, 000 30, 000 
CAR takeoff length_____.___ io NAA SEE aD _feet__| 6, 600 | 7,660 | 6, 000 
CAR landing length bases Sha ee SOA lk do__- 6, 300 | 6, 780 5, 500 
Average cruise altitude___..............-.- sia coer el 20, 000 | 20, 000 20, 000 
Average cruise speed Pp Ree ae per hour__} 292 | 386 328 
Average cruise fuel per “SRS RRS Se ...-pounds-.-} 2, 900 | 4, 000 | 2, 000 
Range at maximum payload. ____-- soe “sti atutory miles__| 2, 130 | 2, 810 2, 500 
pre ot WORN TO oe. stn enn c ad seine O00! 4, 140 | 4,345 4, 255 
Payload at maximum range____._.-_-- csinnananass pee 20, 223 47, 800 48, 000 











1 Includes duty on aircraft and spares of 1244 percent plus 3 percent discount on dollar. 
2 Outside subcontract for engine and certain airframe parts overhaul. 


* Depreciation based on 7 years to 10 percent and insurance at 3.5 percent. (Burnelli at 3 percent.) 
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Senator Monroney. This would include, perhaps, I guess, different 
loading facilities than what you have in your prototype design, 
refinements as to loading ? 

Mr. Cretia. We would have lateral and ventral loading suitable 
for pallet-type operation, which all the lines are thinking of. This 
pallet loading is facilitated with this particular design, owing to the 
very low silhouette of the airplane. The fuselage floor is no more than 
40 inches off the ground, which is sitting on the ground, Pi owing to 
the fact that the airplane has a proper cycle gear, the rear gear can 
be extended or retracted while on the ground so the fusel: ige level 
and the truckbed level will be made equ: al. In other words, it can be 
lowered or raised to different types of truck sizes. 

Senator Monronry. With a needling gear, so it is adjustable ? 

Mr. Cetua. Yes, sir. 

Senator Monronry. We will put these cost figures and these sta- 
tistics in the record. 

Thank you very much, Mr. Cella, unless you have something further 
tosay. 

Mr. Cenia. No, I have nothing further, Senator. 

Senator Monroney. Thank you very much for your interest in ap- 
pearing before the committee. We are very glad to be informed as 
to what is going on in this very vital field of aviation. 

Mr. Crexa. I was only interested to put in a good word for the bill, 
in that somebody has got to generate an interest somewhere at one 
time or another, and I believe that our national military posture re- 
quires a reserve fleet. Anything that would bring that about would be 
positive. 

Senator Monroney. Have the military people ever evidenced any 
desire to aid you in research or development in this aircraft ? 

General DuNN. We have just recently submitted certain proposals 
to the Army as a result of the conference they held on December 2, 
1959. In those proposals we have indicated that we would enter into 
contractual relations for the Army to take the present prototype and 
either rebuild it through their own facilities, or we would have it re- 
built into a “stow” air pl: ine that would be a pure military airplane de- 
signed for their purposes. 

“We also offered to supply them with off-the-shelf airplanes of this 
prototype design. Each of these proposals were in the form of re- 
search and redesign, and a contract for test and evaluation purposes. 

Senator Monroney. Do you today have production facilities or 
would you have to work out arrangements with a company to do 
so ? 

General Dunn. They have contractual arrangements with certain 
modification centers and manufacturers that do the repair work for 
the Army, and modification for the Army. It might be through those 
facilities that they would have this work accomplished if they accept 
our proposal. 

Senator Monroney. You mean you are not prepared with a factory 
to produce this plane, but you feel it could be produced by associa- 
tion of other companies that are today doing modification ? 

General Dunn. That is correct. 

Senator Monronry. And parts work, and subassembly; is that 
correct ? 
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General Dunn. Yes. We have had serious negotiations with sev- 
eral of the manufacturers, both the larger and the smaller airframe 
manufacturers, and modification, highly skilled and qualified modi- 
fication centers, and there have been many of them that have shown 
an interest in doing the work for us, entering into a contract for the 
manufacturing of the airplane, or any other type of aircraft work 
we desire. 

Senator Monroney. Mr. Casey. 

Mr. Casrey. I would now like to introduce into the record the state- 
ment of Maj. Gen. Hugh Johnston Knerr, U.S. Air Force, retired. 
I don’t think there is any need for me to go into General Knerr’s 
qualifications. But in this statement I call attention to page 4 

Senator Monroney. Whose statement is this? 

Mr. Casry. This is his statement he has entered. I think it is be- 
fore the committee—General Knerr. 

Senator Monroney. All right, that will be received in the record. 

Mr. Casry. I would just like to call attention to the fact he agrees 
completely with the committee bill. Federal regulation should en- 
courage maximum development of airfreight potentials, both do- 
mestic and international, and it is time that airline operators recog- 
nize freight as a separate industry. 

Finally, our aircraft designers must abandon their wing and cylin- 
der fetish and produce designs which can carry freight at costs com- 
petitive with that of surface transportation. The Manufacturer of 
a lifting body type of cargo plane is—he is referring to the Burnelli, 
the two are synonymous—the manufacturer of the lifting body type 
of cargo frame for commercial use undoubtedly will help us most in 
attaining these goals. 

Senator Monronry. Thank you very much. This will be included 
at this point in the record. 

(The material referred to is as follows:) 





MILITARY REQUIREMENTS FOR COMMERCIAL AIRCRAFT IN TIME OF EMERGENCY 


(By Maj. Gen. Hugh Johnston Knerr,’ U.S. Air Force, retired) 


Historically, the United States has followed a policy of nonaggression. 

We have never launched a war unless our enemy made the first overt move 
against us. Until the development of nuclear explosives, rockets, and missiles, 
this policy was far safer. Today, it presents greater risks. Our need for readi- 
ness to strike instantly in modern warfare is imperative. 

It would not be consistent with our principles and beliefs for the United 
States to become an aggressor nation. We must, therefore, be prepared to meet 
aggression quickly, efficiently, and with devastating effect 

To do this, we must have leadership of the highest order, the ultimate in 
weapons and a logistics system second to none in the world. 

In our present state, we are weakest in the field of logistics. 


1General Knerr graduated from the U.S. Naval Academy in 1908 and transferred to 
the Army in 1911. He won his pilot rating in 1917 and was assigned permanently to the 
Air Service in 1924. He helped organize the General Headquarters Air Force and was its 
first Chief of Staff. Retired because of physical disability in 1939, he was recalled to 
active duty as Deputy Commander of the Air Service Command in 1942. The following 
year, he was assigned to Europe as commander of the Air Technical Service Command, and 
in 1944 was given the concurrent post of Deputy Commander, U.S. Strategic Air Forces in 
Europe. Upon the conclusion of World War II, he returned to the United States and 
reorganized the Air Technical Service Command. In 1946, he became special assistant 
to the Commanding General of the Air Force. While in that capacity, he organized the 
Office of the Inspector General for the newly independent U.S. Air Force and became its 
first Inspector General. He is one of the developers of the doctrine of strategic air power. 
He was retired for the second time in October 1949. 
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Logistics, properly defined, encompasses all functions essential to the exer- 
cise of leadership and the use of weapons. It begins in our homes, our mines, 
and our factories, and ends wherever the battle is being fought, whether on 
land, at sea, or in the air. 

In any consideration of war with our principal enemy, Soviet Russia, the 
strength and weaknesses of the two nations concerned should be studied closely. 
Despite the vast gains made by Russia in many fields during recent years, her 
principal strength is in her manpower. Ours rests in a tremendous industrial 
output and capacity. 

Should war with Russia occur, the outcome may hinge upon the comparative 
values of her manpower and our industrial capacity. 

From the standpoint of weapons and leadership, it must be assumed that 
Russia is strong. I say this in no sense of defeatism, but rather because it is 
militarily foolhardy to underestimate one’s enemy. 

Assuming that Russia has leadership and weapons, we come back to the sub- 
ject of logistics. If Russia’s industry and greater manpower can provide better 
logistics than our manpower and more efficient industrial facilities, she would 
have the upper hand. 

According to most reliable analyses of Russian resources, she is a ponderous 
heavyweight confined within a cold, landlocked environment. For many cen- 
turies, she has sought an all-weather outlet to the sea. Repeated attempts to 
accomplish this by moving westward and southward have been blocked. It 
was only natural that she should, consequently, plunge toward the east. 

The communization of China has given Russia access to vast human re- 
sources, food, outlets to world trade, and the opportunity to develop and ex- 
ploit all those lands in southern and southeast Asia which Western European 
powers always operated so successfully. 

The Korean war was but a stepping stone in this giant stride. It served 
Russia’s purpose in testing the relative combat values of Western and Red 
Chinese soldiers, their arms and equipment, the effectiveness of the United 
Nations, and the vulnerability of Japanese outposts. Throughout this conflict, 
shielded by a curtain of diversionary propaganda and conflict, Russia further 
developed her communication lines, so necessary to the effective control of 
captive people and the expansion of her sphere of influence. 

Krom a geographical standpoint, Russia enjoys some advantages over the free 
world. Because of her widespread frontiers, she is in an ideal position to divert 
the free nations with minor annoyances on one front while striking a paralyzing 
blow on another. 

Our historic opposition to aggression guarantees her the initiative in any war 
she may have with us. 

Thus, we can see, that Russia enjoys the very distinct advantage in both 
time and space. 

Our only effective retaliation in the eventuality of Communist attack, there- 
fore, must rest in sudden and aggressive action, efficiently and adequately 
sustained. 

In other words, we must have superior or at least equal weapon power and 
the means with which to deliver it quickly and continuously. 

I believe we have the weapons. Certainly we have the leadership. 

Unfortunately, the fearsome fact most of us have not considered is that our 
logistics system is woefully outdated. If our industrial superiority is to spell 
the difference between victory and defeat, it necessarily must include provisions 
which would insure us a rapid and sustained use of our weapons in offensive 
action. 

Such a system, to be capable of fast supply, must include not only the trains, 
trucks, ships, and planes which served us so well during World War II and the 
Korean conflict, but faster and more efficient means of supply. 

We are going to require an airlift made up of planes designed for that purpose. 

A relative handful of military transports and a few hundred luxury aircraft 
mustered from commercial passenger lines cannot meet even a fraction of our 
needs. 

There are two ways for us to provide the airlift necessary to successful logistics 
operation in modern war. The Government can either buy the thousands of spe- 
cially designed cargo planes it will require and keep them in storage until needed, 


or it can encourage in every way possible the manufacture and sale of suitable 
cargo types for commercial purposes. 
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The first of these courses, obviously, would require such an enormous outlay of 
public funds that it would weaken our economy almost to the breaking point. 
This, of course, would further the communistic drive to destroy capitalism. 

The second of sur choices would put dollars into our Treasury instead of taking 
them out. It would accomplish this through the revival of our dying airframe 
manufacturing facilities and the provision of planes with which the commercial 
aircargo industry may continue to grow and prosper. 

Thus, the aircraft needed for military logistics would be financed by private 
capital instead of with the beleaguered taxpayer’s dollars, would bring immense 
tax revenues into our Federal Treasury, and would be instantly available and 
in operable condition if needed in the event of an enemy attack. 

Several years ago, the joint congressional Aviation Policy Committee stated: 

“The development of policies dealing with aircargo, contract flying, and charter 
service in the transport field is a matter of great importance to the national 
economy and national security.” 

The widely publicized Finletter report, “Survival in the Air Age,’ further 
supported this view. It said: 

“In any war within the future with which we are dealing, the logistics supply 
to our advance combat area must be largely by water * * *. However, certain 
personnel and cargo, especially in the early days of a war, must be transported 
quickly by air. ‘Tentative estimates of the military establishment show that 
ATC and MATS at their present size, plus the present commercial aircraft, would 
be far short of what will be needed. For this, we must increase our commercial 
fleet.” 

I do not think further support is needed for these statements that a large and 
efficient airlift is essential to our national defense. 

It is extremely vital that such a force be in existence if and when we are 
attacked. It must be available in sufficient quantity for this purpose without crip- 
pling our domestic needs. It must be made up of planes designed to carry bulk 
loads without time-consuming conversions. It must be employed at a_ profit 
in daily commerce. 

Yhis merchant marine of the air today is needed far more than it was when 
the «‘inletter report was lade. 

The Finletter committee, incidentally, also envisioned the need for aircraft 
of the type which would be needed in our logistics system when it said: 

“The soundest way to build up a pool of cargo planes for an emergency is to 
develop a cargo plane that can operate on a profitable basis * * *. Such a plane 
would, of course, have to be useful to the military ; but it should be designed pri- 
marily with a view to economic commercial operation.” 

As of this moment, the planes being used by commercial cargo carriers can 
be operated at a negligible profit at best. In addition, none of them were designed 
to meet the requiremenis of airfreight operation. 

Federal regulations should encourage maximum development of airfreight 
potentials, both domestie and international. 

The military should insist upon specialized military transports only where 
necessary and encourage the development of commercial airfreighters capable of 
doing the great bulk of their transport chores. 

It is time that airline operators recognized freight as a separate industry from 
that of carrying passengers, as it is in all other forms of transportation. Differ- 
ent techniques and equipment are required if tariffs are to be reduced to a level 
that can generate an ever-expanding demand. 

Finally, our aircraft designers must abandon their wing-and-cylinder fetish 
and produce designs which can carry freight at a cost competitive with that of 
surface transportation. 

The manufacture of the “lifting body” type of cargo plane for commercial 
use undoubtedly would help us most in attaining these goals. 

I believe this would lead to the full satisfaction of our demands in peace and 
in war. 

It would give us the ability to strike back at the enemy with the full power 
of our weapons and industry in retaliation. 

The tremendous need for a suitable aircraft in commercial traffic is indicated 
by the fact that less than 10 percent of the potential traveling public has access 
to the type of air transportation it wants. 

The Government is spending billions of dollars on superhighways at a cost 
to the taxpayer of something over half a million dollars per mile. In addition 
patrons of our existing air passenger service must pay in fares enough to write 
off the cost of the multimillion dollar passenger liners in which they fly. 
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Add to this the high operational cost of our commercial cargo carriers and 
the attendant rates which burden freight users, and it is not too difficult to under- 
stand why the public, the shipper, the military, and the aviation industry are 
being bled white financially by lack of a suitable aircraft design. 

Much of the first-class freight now moving by truck and train and many 
passengers who must travel by less efficient surface means at untold loss in 
time and convenience very easily could be captured by our air carriers if the 
proper aircraft were available. Clearly, if aviation is to assume its proper 
and equitable position in our overall transportation system, the development 
of such a plane is very much to be sought. 

An economical coach and freight aircraft which could give passengers fares 
of approximately half the present rates and shippers tariffs below those 
charged for first-class truck and train transportation undoubtedly would ac- 
complish these much desired purposes. 

As I pointed out earlier, such a plane would meet the civilian need for inex- 
pensive passenger, cargo, and utility service and provide the military with an 
airlift of sufficient size and efficiency to meet any emergency. 

I believe it should be obvious by now that conventional aircraft cannot pos- 
sibly meet these needs. If America is to tap the vast civilian market which 
has yet been untouched, it must develop a plane specifically designed for the 
purpose. Once this is done, our airframe manufacturers can be expected to 
turn out aircraft in the numbers required. Then, and only then, will our 
military have an airlift potential sufficient to meet the demands of our Armed 
Forces in the tield and on the seas. 

Until now, no American airframe manufacturer has produced either a truly 
economical aircoach design or a cargo plane which can be operated profitably 
into and out of the thousands of small airfields whose short runways are 
incapable of accommodating the large conventional types now in use. 

The extension of commercial cargo and low-fare passenger service to these 
small communities would create a far greater demand for aircraft than 
hitherto has been envisioned by our airframe manufacturers. 

The aircoach operators who originally brought lower fares to the flying 
public were able to do so only by eliminating the frills and baubles scheduled 
first-class carriers had incorporated into their flights to create an appeal to 
the silk-stocking trade. The coach operators were able to reduce operating 
costs still further through inexpensive purchase of equipment declared surplus 
by Government or cast off as obsolete by the scheduled carriers. 

Nevertheless, the use of outmoded planes of conventional type which were 
not designed for the service they were made to perform and the high overhead 
involved resulted in a virtual elimination of this branch of the aviation industry. 

The scheduled carriers were able to inaugurate coach service themselves by 
taking full depreciation allowances on equipment formerly used in first-class 
service. 

They, too, found that by eliminating free meals and other luxuries they could 
provide a needed passenger and freight service at lower cost. 

That the great future of the air passenger service is in this direction has 
been amply proved by the tremendous increase in low-fare passenger-miles 
flown. 

Understandably, an extension of this service to all the cities, towns, and 
villages now served only by motorbus, truck, and train, would provide all our 
people with faster and more efficient transportation and bring an unprecedented 
boom to our overall aviation industry. 

Airfreight has been particularly hampered by the lack of a plane specifically 
designed to haul aircargo, which can land and take off on the smallest of fields 
and can be operated profitably. 

Studies showing that both airfreight and air passenger volumes increase as 
fares and tariffs are lowered are too numerous to mention. 

I believe it incontrovertible to say that development of a single aircraft de- 
sign capable of meeting all the requirements I have mentioned would generate 
a market for thousands of additional planes, open a vast new field for their 
successful operation and provide the military with more than sufficient planes 
of the type it would need in the event of an emergency. 

In this connection, the deisgn of which I speak should be readily adaptable to 
the specialized needs of any customer, including the military. In other words, 
the aircraft in question could be modified at any stage of production to meet 
requirements of a particular user at an absolute minimum cost. 
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The aircraft would be designed to meet requirements for use in the fields of: 
1—Airfreight transportation. 
2—Coach passenger service. 
3—Executive aircraft. 
4—Forest patrol. 
5—Mining and exploration. 
6—Agricultural planting and dusting. 
7—Aerial photographic survey. 
8—Airborne military operations. 
%—Airborne surgical hospital. 
10—Airborne crew trainers and classrooms. 
11—Air rescue and disaster operations. 
12—Air tankers. 
13—Mine laying and submarine destruction. 
14—Naval supply. 
15—Military landing craft. 

As I have pointed out, the tremendous expenditure of the taxpayers’ money 
for the purchase of such craft for the armed services would be prohibitive. The 
manufacture of such military types in the numbers which would be required in 
the event of emergency possible could lead to national bankruptcy. But pro- 
duction of these types for a civilian market, which could guarantee their main- 
tenance free of charge to the Government, offers us the least expensive and 
most effective way of maintaining our military potential for times of emergency. 

The practice the military has followed in the past of building of huge fleets of 
heavy transports to meet its every requirement has proved itself abortive and 
constitutes an unnecessary extravagance with governmental funds. 

The development of a single design capable of meeting both military and com- 
mercial demands would be the soundest solution to this particular problem. 

One of the first considerations concerned in such a plane necessarily must re- 
late to the configuration and its use in most efficiently transporting passengers 
and/or cargo. 

The eylindrical fuselage of the conventional plane is not now and never has 
been suitable for either purpose. I say this because I think it basic that square 
packages do not fit well into round bodies, and passengers are better off in a 
compartment which affords them greater comfort and safety. 

A plane with a rectangular payload compartment, which has numerous safety 
features built into it, and which can be operated profitably, obviously would 
provide the solution. 

If, in addition, the exterior of the fuselage were shaped so as to enhance the 
flying qualities of the aircraft, then the advantages of such a design are multiple. 

It should be remembered that the load carried by a passenger plane boards and 
alights under its own power, whereas the payload of a cargo carrier must be 
loaded and unloaded through the use of wheels and manpower. 

In the latter category, the distribution of load and accessibility of cargo for 
unloading is of primary importance. A plane whose payload compartment 
requires distribution of weight on a horizontal axis, rather than on the longi- 
tudinal axis, requires less attention to balance and affords far greater stability 
in the air. 

The long, thin fuselage, regardless of its cross-section, has a tremendous drag 
inherent in the large tail surface which it requires for such a huge center of 
gravity. In addition, the problems of unloading and loading cargo out of and 
into a long corridor of this type are enormous. On the other hand, however, the 
design which allows weight distribution laterally, along the axis of the wings, 
concentrates load at the center of lift, creates a stable center of gravity, no mat- 
ter how the load is distributed, and requires only a minimum tail surface for 
control purposes. 

The plane needed must be one which can be loaded and unloaded at truck-bed 
height. Thus, the need for millions of dollars worth of airport equipment bought 
and maintained at the expense of the shipper would be eliminated. 

A cargo space designed to handle square articles and prepacked containers 
would make possible the movement of 10 tons of cargo from a truck bed into a 
fuselage by one man. 

Various arrangements of door openings could be installed in such a fuselage 
to further cut down the time, effort, and expense of loading and unloading. 

It would be elementary for me to point out that such a plane must have maxi- 
mum lifting power and a minimum of drag. 
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The one design which fits all these specifications is that employing the “lifting 
pody” principle. 

The fuselage of this plane is an airfoil section and itself provides one-third 
of the total lift of the aircraft. The wing sections join the fuselage at the highest 
possible level, thus allowing easy handling of cargo through either side or rear 
doors. 

One of the greatest dangers to passengers and cargo today has its source in the 
mounting of hot engines in wings full of gasoline. Far too frequently, this 
results in catastrophe. In the lifting body design, however, engines are mounted 
ahead of the fuselage and gasoline tanks are far removed in the wing panels. 
Thus, in no conceivable fuel fire aboard this aircraft would it be necessary to 
extinguish more than a pint of burning gasoline. 

This arrangement of engines has several other advantages, among them the 
cleaning up of wing surfaces and inducing additional lift in the body. 

The lifting body aircraft also provides full maintenance and repair access in 
flight. Much of its powerplant, the controls, landing gears, auxiliaries, and other 
systems, can, in the event of failure, be repaired while the plane is in the air, thus 
eliminating one of the major causes of crashes. 

The employment of a quadricycle undercarriage, on which 60 percent of the 
plane’s gross weight is carried on the main wheels and 40 percent on the rear 
wheels, hydraulically controlled from the cockpit for steering, braking, and 
leveling from ground to truck-bed height, would enable users of the lifting-body 
aircraft to further slash operating costs. This arrangement, augmented by re- 
versible propellers, would permit the aircraft to move independently of towing 
vehicles while on the ground. It can even back into docks under its own power. 

It should be emphasized that vehicle speed is not of primary importance in 
aircargo handling operations. Economy of operation and design for ground 
handling are. 

Higher speeds cost more money. The lifting-body plane, although capable of 
any speeds attainable by conventional types using the same power, affords far 
greater economy at moderate air velocity and larger savings through rapid 
ground handling. 

No plane designed since the Wright brothers made their first flight at Kitty 
Hawk, N.C., could transport more cargo or passengers per horsepower dollar 
than the lifting-body type. Its controllability and performance at low speeds 
make it preferable to conventional aircraft from an operational standpoint. 
Because of its low stall speed, it can land and take off in less space than any 
other craft faintly approaching it in gross weight. It can be flown with any 
propulsion—piston engines, turboprops, or jets—more economically and with 
greater safety and into more airfields than any other commercial plane ever 
built. 

What I have said today constitutes views I have held for many years on a 
matter I consider vital to our national welfare. This is a subject on which I 
have written various articles in aviation publications and have spoken publicly 
on many occasions. 

As an indication of how long I have been of this same opinion about airlift, 
I shall read at this time a statement I made before the House Interstate and 
Foreign Commerce Committee on August 7, 1950. 

“I am here to urge prompt action to develop sufficient commercial airlift to 
meet future emergencies. Almost 3 years ago I stated, ‘The first objective 
should be to produce a dividend-paying aircargo carrier. And it is so easy and 
simple to do that, I cannot understand why people make such heavy weather 
of it.’ 

“The bill which would generate the needed cargo capacity is not H.R. 8536 
for the testing of jet plush jobs. Of course a few plush jobs will be needed 
for transporting important personages but the real need will be for cargo 
planes.” 

“The bill which I have in mind is H.R. 448 which meets the requirements for 
producing a commercial cargo plane which can meet military needs. It fulfills 
the following requirements without which any legislation will be ineffective: 

“1. It must insure immediate action to create a Federal authority with power 
to call on the Army, Navy, Air Force, and the aviation industry, to participate 
in the creation of prototypes. 


“en 


2. It must insure the creation of a code adequate to the requirements of 
airfreight. 
“3. It must provide a corporate body to receive and disburse moneys. 
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“4. It must provide for the utilization of existing types and for new types of 
freight-carrying aircraft. 

“S. It must provide for sale or lease of aircraft developed by the airfreight 
authority. 

“6. It must provide for the close coordination of airfreight and air passenger 
control Federal authorities to render the two industries complementing and not 
conflicting. 

“7. It must provide for cost recovery. 

“8. It must insure the Department of National Defense the authority to 
assume control in emergencies. 

“9. It must prevent mothballing of aircraft as an unwarranted burden on the 
taxpayer. 

“It is essential to the national interest that every possible delay to the develop- 
ment of adequate airlift be eliminated now.” 

“You can’t fight a rough war with silk stocking transportation.” 

It has not been my intention to imply that this airlift program should bypass 
or neglect surface transportation, which, in reality, would be required in full 
force. 

By making full use of all our transportation capabilities and assuring a proper 
balance to each, we can have the means for keeping war away from America. 

But maintaining this necessary balance will depend upon our development 
of a commercial market for our planes and the improvement of design which 
will allow our American manufacturers to fight off foreign competition. 

In the past 2 years, we have seen our own airframe manufacturing facilities 
grow idle while those of other nations went into greater production. Our ex- 
ports of aircraft have fallen off alarmingly and our imports have increased. 
The one reason for this trade reversal is the absence of a suitable American 
design to meet the growing requirements of a mushrooming industry. 

England, Scotland, and Canada now are selling planes to American carriers 
and thus capturing markets formerly dominated by American manufacturers, 

In addition, a recent Rand Corp. study on Soviet aviation, made for the U.S. 
Air Force, showed that Russia herself is increasing activity in this field. Until 
recently, Soviet aviation development was several years behind our own. To- 
day, her production of needed types and her trade ties with nations of the 
Socialist-Communist bloc promises to propel her into the position of a serious 
competitor in the race for air domination of world trade and passenger routes. 
That this Soviet progress in aviation has even more serious implications may 
be seen in this quotation from the Rand report: 

“The ‘new look’ in Soviet aviation is being received in the West with a 
mixture of fascination and concern. The international aviation press has begun 
to follow closely the burgeoning activities of Aeroflot and to regard Soviet air 
transportation respectfully as a ‘force to be reckoned with.’ The British Minister 
of Supply, in a recent speech, found it necessary to warn Western aircraft manu- 
facturers that Soviet competition in the export sale of aircraft soon may be 
a ‘very serious matter indeed.’ Western embassies in the Middle East and south- 
east Asia are expressing alarm at the prospect of Soviet aviation ‘penetration’ 
into the underdeveloped countries, with its much-vaunted opportunities for 
espionage, subversion and assorted political mischief; and the view is widely 
held that the Russians are now embarked on a vast program of global air trans- 
port expansion that is designed to undermine our own aviation leadership.” 

Indeed, our own Federal Aviation Agency on many occasions has expressed 
a growing and very real alarm concerning the very issues I raise. Recently, for 
instance, in hearings held by the aviation subcommittee of the House Armed 
Services Committee, Maj. Gen. Marcus F. Cooper, speaking on FAA activities, in 
this area, said: 

“It is our belief that the development of a truly capable all-cargo aircraft 
designed and developed from the outset would be a constructive undertaking. 
This would, we believe, permit an aircargo industry to develop, operate and 
be self-supporting. 

“It is our conviction that an effective aircargo fleet responsive also to pure 
military requirements can be generated outside the military budgets, thus avoid- 
ing the direct competition with weapons systems, which condition guarantees 
an inadequate cargo support fleet. 

“We contend that the military cargo fleet should be limited to the so-called 
hard-core requirements, that is military cargo aircraft used in direct support of 
the execution of military emergency war plans. This presumes that the military 
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would have guarantees that the national cargo potential when achieved would 
be instantly and wholly responsive to the military needs on a timely basis. 

“An essentially commercial cargo fleet would in the interim support itself 
without representing a substantial tax burden with our economy deriving bene- 
fits from its day-to-day operation. 


“It behooves the U.S. Government to stimulate by the most appropriate means 
the development of this capability.” 

General Cooper, in my opinion, summed up our need in those five rather short 
paragraphs. I can add only that in any discussion of meeting these requirements 
we should not hurl ourselves headlong into the same mistakes we have made 
in the past. 


We should concentrate on a design, such as that of the lifting-body aircraft, 
which easily could bring about the results we are seeking. 

Further modifications, whether done on the assembly line or later, of conven- 
tional designs basically meant for the silk-stockinged passenger trade, can but 
lead us deeper into the dark of aviation oblivion. 

Mr. Casey. I would now like to call upon Mr. Paul Zimmer, who 
will be a very short witness. 

May I say at this point, that this airplane which is in existence 
was manufactured in 1946, engineered and designed by Brunelli, manu- 
factured in Canada by Canadian Car. It isa 1946 plane we are talking 
about. 

Mr. Zimmer has flown the plane as recently as December 9, 1959. 
He is the coowner of the Air Supply International, and he has 30 
years of experience as a pilot, and he was a civilian pilot with the 
Royal Air Force Ferry Command from 1940 to 1946, flying airplanes 
from factories in the United States and Australia and England to the 
operating bases of the Allies in World War II. 

He has been an engineer and technical consultant with many air 
carriers, particularly consultant for Panagra. 

Mr. Zimmer. 

Senator Monronry. We are happy to have you, Mr. Zimmer. 

Proceed with your testimony. 


STATEMENT OF PAUL ZIMMER 


Mr. Zimmer. Mr. Chairman, on December 9, 1959, I tested out the 
Loadmaster 1070A. Takeoff was made in a very light crosswind, and 
the ground run was less than 800 feet. The aircraft was permitted 
to fly off from a three-point position. The climb-out speed of 100 
miles per hour was established. However, the power was reduced 
over the long haul across the end of the 2,400-foot runway. 

I might add here we had wires at both ends of the runway, approxi- 
mately 40-foot obstructions, to clear. The airplane runs perfectly. 
Its characteristics of handling were exceptionally fine. I have never 
experienced more positive and more responsive control to all speed 
ranges as found in the Loadmaster. 

In my experience over the period of 30 years, including flying of 
all types of United States and British transport equipment, I never 
encountered anything as smooth flying as the Loadmaster. 

Marvin Heinzel, flying as copilot, agreed with me enthusiastically. 

Mr. Chairman and gentlemen of the committee, I hope you will 
make every effort in seeing to it that this type of aircraft is put into 
military and civilian service. 

I thank you. 

Senator Monronry. Thank you very much. 
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Mr. Casey. May I ask one question: What type of engine was on 
this Loadmaster that you flew ? 

Mr. Zimmer. This is the R-2600, from B-25’s. 

Senator Monrongey. What would that be, something similar to what 
is on the DC-6? 

Mr. Branpr. B-25. 

Mr. Zimmer. B-25. It isa Wright, 1,700 horsepower. It had ample 
power. 

Senator Monroney. Thank you. 

Mr. Casey. The next witness is Mr. Jay Brandt, who is a captain 
of Trans World Airlines. He has been in commercial aviation for 17 
years, and he has flown more than 3 million miles at the controls 
of passenger and cargo airplanes. 


STATEMENT OF CAPT. JAY E. BRANDT 


Mr. Branpr. Thank you. 

First, let me say I am strongly in favor of your bill, because you 
are breaking a deadlock that has existed between the airlines and the 
manufacturers. 

I have been working on this Brunelli-lifting body airplane since 
1947, and many airlines have told me that they would have to buy this 
airplane if it was built, because it is so efficient. 

The manufacturers, as you brought out so clearly this morning, are 
not in a position sometimes to risk great amounts of development money 
until they are assured of something, and this loan guarantee would 
do this. 

I believe that this CL-44 in Canada probably wouldn’t have been 
available to be shown to an aircraft buyer unless the manufacturer 
long before they contacted any airline had the assurance in the back- 
ground that the guaranteed loan was available. 

This lifting body airplane is, as it presently exists, possible to make 
a tremendous success of aircargo, and especially the local service and 
feeder airlines. 

I flew this airplane some years ago in Canada, when it had R-2000 
engines on it, which are less horsepower than it has now, the same that 
are used on the DC-4. 

I was amazed at the ability of the airplane to get off the ground in 
a safe configuration. 

On present-day aircraft, you have to hold the flying speed and hold 
the airplane on the ground until it reaches a safe flying speed, because 
if you pull it off too soon, you lose an engine and you lose control. 

This airplane can fly on one engine at any speed at which you can 
get it off the ground. So on short field and rough terrain, where you 
want to get the load off of the landing gear as quickly as possible, you 
can practically start your takeoff run with the control column back in 
vour lap, and the thick fuselage gives tremendous amounts of lift, and 

it will literally pop off the ground. 

I am prepared to demonstrate that this airplane can leave the run- 
way in less than a thousand feet, and at the same time feather one 
engine to show that the control qualities are there. 

The Airline Pilots Association Safety and Evaluation Committee 
flew this airplane in Florida, and their report is on record, by Ted 
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Leonard, the chief engineer, and various airline pilots, of the qualities 
and the safety of this aircraft that you can feather one engine without 
any loss of lateral control. 

There is no other airplane of this size or configuration in the United 
States that can do this. 

Safety is a wonderful thing, but it is not any good unless the air- 
plane can make money. 

The gentleman in New York furnished me some money to have a 
report made by the Allied Research Associates of Boston, Mass., 
Claude Brenner, being a project engineer, to support all of the aero- 
dynamic claims made by Mr. Brunelli, and this report is on file and 
available. And one of the statements is that this airplane modified 
to a certain degree could carry 17,000 pounds of charcoal, which is one 
of our lightest known substances, to demonstrate the cubic volume, 
nonstop from New York to Chicago, with Kansas City as an alternate 
at 250 miles an hour. 

Remember this airplane has 10-foot less wingspread than a DC-3, 
and was designed a few years ago. 

Now, as to local service airlines and hauling first-class mail by air, 
one of the reports—one of the statements brought out in the Allied 
Research report, because of the configuration of this airplane, the 
basic weight is empty because for simple things like tubing, electrical 
connections, plumbing, and the position of the gears, that you save 
over 1,700 pounds, compared to a Convair or a Martin-202 configura- 
tion. 

The fact it can get in and out of an airport safely with a 1,500-foot 
runway makes it available to towns that now are not able to have air 
service unless there is a tremendous expedniture for airports. 

Another thing where this can become available, we realize we have 
to fight this communistic threat, this airplane will be tremendously 
valuable to underdeveloped countries hauling cargo and people and 
foodstuffs where the roads aren’t developed yet, and to help these 
people develop a free system of enterprise where communism won’t 
attract them. 

I won’t read my report because it duplicates what has already been 
said. But let me bring out a few more problems this has as compared 
toconventional aircraft. 

First, there is another report by Temco Aircraft Corp. on the pro- 
duceability and the costs of this aircraft. They state that this airplane 
in this configuration with new engines and completely new design, 
that will gross around 44,000 pounds, have the same type of perform- 
ance, and will carry a payload close to 20,000 pounds, can be built for 
half the cost of the conventional aircraft. 

One of the reasons you can carry a greater payload with this air- 
plane than with another one, is for one thing you have no zero fuel 
weight, as it is known in the industry. On a conventional aircraft of 
a tubelike fuselage, your weight is carried in one spot in relationship 
to the wings, and you can only carry so much cargo in the fuselage 
relative to the amount of fuel carried in the wings, otherwise you put 
too much stress on the wing joint, and so you are restricted on the 
amount of cargo that you can carry in the airplane. 
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On this airplane with the load carried spanwise, there is no restric- 
tion to the payload. If 1 pound of fuel will furnish the purpose, you 
can carry the rest of it in the payload. 

One of the reports brought out by Temco Aircraft Corp., by bound- 
ary layer control, this airplane would be the first fixed-wing aircraft 
to hover. 

Repeating again, this single-engine control, some of the airplanes 
flown in World War II by new pilots, inexperienced, this would have 
saved maiy lives, because many lives were lost by inexperienced pilots 
losing engines and killing all the people they had. 

I asked one pilot what the emergency procedure was for this partic- 
ular aircraft, and he said: There isn’t any, you just bail out if you can 
get out. 

We have had quite a rash of landing gear problems lately. 1 sat on 
the wheels and the gear of this airplane in flight, so that it was 
impossible to get the gear down, still by your strength of the broad 
fuselage, having the two propellers and the engines in the front, the 
gear housed in the same situation, you have a much stronger resistance 
to crash, plus the fact that with this thick body, and the existing flaps 
that are now on it that are outdated, the new high-lift flaps woul 
increase the ability of this aircraft by much. But if you are coming 
in for a landing in this airplane at 70 knots instead of a conventional 
uit raft of 100 to 120 knots, the fact of your chances of getting killed 


ess. 
you want, for example, this straw can represent a tubelike fuse- 
‘lage. If vou are going to hit something, it is going tocrumble. This 


will represent the Brunelli, and it is not going to crumble 
| demonstrating]. 

So we are coming more and more to 100 percent operation of air- 
lines of making instrument approaches at 200 feet and half a mile. 
In half a mile, I think this committee has already spurred on the 
increase in electronic equipment to make these things possible. 

I want to keep this report positive. I will say that this airplane has 
more stability in the air than any airplane I have ever flown. So if 
you are making an approach on a dark and stormy night to a runway 
after having flown possibly cross the ocean, and you are very tired, the 
fact that you are making the approach at 65 to 70 knots 1s going to 
tremendously increase the safety factor. 

The aircraft is easier to maintain because the inspection plates are 
available, The main spar of the wing runs through the fuselage. 
The gas tanks are in the wing, and can be made of a bladder-type 
bulletproof cell, so that upon a crackup on the ground, the gasoline will 
not feed fire and kill more of them. 

The fact that we have a greater payload carrying possibility enables 
us to carry more safety equipment without penalizing the airline 
operator. 

The pilot can see both the engines at the same time, as well as his 
instrumentation. 

The landing and takeoff weight is the same. 

As an airline pilot, I am tremendously interested in this aircraft. 
I think this could treble or quadruple the aviation and airline and 
cargo business, and it is practically a “must” that it should be tried. 
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The airplane is available to back up all these claims that have been 
made. 

Thank you. 

Senator Monroney. Do I understand the plane that we see flying, 
that is merely a drawing? 

Mr. Branpr. No, that is an existing aircraft. 

Senator Monroney. That is an existing aircraft. I thought this 
one here was 

Mr. Branpr. They are both the same. 

Senator Monroney. This appears to have a very excellent—in other 
words, the tail that goes out, is merely a structural body, and the win- 
dow frames are a part of the wing compartment ? 

Mr. Branor. That is correct. 

Senator Monroney. This is designed asa cargo plane ? 

Mr. Branpr. That is right. 

This airplane, a previous model of this airplane was used by the 
ACA Airlines in Mexico for quite some time, and 

Mr. Cetxa. I present you with a view of this airplane so you can 
get some idea of it. 

Senator Monroney. Go ahead, sir. Did you have anything more? 

Mr. Branpr. No, I have finished. 

Senator Monroney. Do I understand, and please bear in mind we 
are not technicians, that you get lift from the body, as well as the wing, 
in this case? 

Mr. Branpr. That is right. 

Senator Monroney. In most planes, the fuselage is generally a drag 
instead of a lift; is that the difference ? 

Mr. Branpr. That is correct. 

Senator Monroney. This is where you claim to get your major econ- 
omies in operation ? 

Mr. Branpr. Yes. 

Mr. Cetxia. Well, sir, the major economy comes from the fact that 
the structural economies in building the airplane—the airplane can 
be built 30 percent lighter than a conventional airplane, owing to its 
configuration. 

It happens the fuselage does lift significantly, but that is not the 
reason why the airplane is a superior airplane. It is superior because 
it can be built so much lighter and with its aerodynamic form with no 
aerodynamic penalty. 

Senator Monroney. This plane would not be capable of taking a 
pure jet turbine? 

Mr. Cetxa. Yes. 

Mr. Branot. Yes, it would. 

Senator Monroney. How can you get the pressurization in this con- 
figuration ? 

Mr. Cetia. Several studies have been made in the pressurization. 
I know you are thinking in terms of tiers of cylinders. One configura- 
tion that we had, the cylinders were laterally disposed. In other 
words, it would be like a series of connected cylinders running laterally 
down—longitudinally down the fuselage. 

We felt a study made indicated that there would be no increased 
weight penalty to pressurize this particular configuration as against 
a conventional airplane. 
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Senator Monronry. You would have some penalty in cubic size. 

Mr. Cetxa. That exists in the conventional airplane also. 

Senator Monroney. I know it does. You would sacrifice some of 
your cubic if you had to pressure the cylinders? 

Mr. Branpr. Very little. 

Mr. Cetua. It would bea nominal cubical loss, sir. 

Usually, with aircraft, you end up with more space than you can 
use. In this particular configuration, particularly, pressurization is 
not a technical difficulty. 

Senator Monroney. But under a turbine-powered aircraft, pres- 
surization wouldn’t necessarily be required anyway, because your alti- 
tude would not be such that you would have to do so. 

Mr. Cetxa. If the airplane were to have multiple-purpose, that is, 
short and medium range, medium range you are talking about 1,500 
miles, it is desirable to go to 18,000 feet or 20 000 feet, in which 
if it was an all-cargo and no passenger, we have considered ecemneniny 
ing the crew quarters, the flight deck. 

But as I said, the penalty for pressurization in this configuration 
is not any more severe than in a conventional airplane. 

Senator Monroney. What is the stall speed ? 

Mr. Branpr. When I stalled this airplane, it has an unusual char- 
acteristic. You can practically control it in a stall. That is why 
Temco brought out the fact it hovered. I would say it stalled around 
50 miles an hour. That was fully loaded. 

In a stall, in a conventional aircraft, we don’t, in our flight tests 
on the airline, on instrument check, we "don’t fully stall an ‘airplane 
any more, because if you do you are ‘liable to lose control of it and you 
will never get out. 

This airplane you can fully stall it, and whenever you want to come 
out of it, all you have to do is add power. It is fantastic the way 
you can bring it in, and practically fully stall it. 

I think with the high-lift flaps and increased control and so forth, 
ou can bring it in for a landing in practically a settling condition, 
ecause you are able to control it w while you are flying. 

Senator Monroney. Your picture from the top shows three wing 

slots on the tipend. What are those for ? 

Mr. Branpr. That helps control your stall situation. 

Senator Monroney. I see. 

Mr. Branpr. They use those on various types of airplanes for that 
situation. 

Senator Monroney. This doesn’t move toward the boundary air 
control ? 

Mr. Branot. No, boundary air control is the mechanical movement 
of the fans out, so you will get a smooth flow of air over the wings 
so it won't be disturbed. 

If they can keep that smooth flow of air over the wings, at slow 
speed you still have flying control. 

Mr. Ceuxa. Sir, if you will bear in mind, this airplane was built 
in 1946. At that time, those slots were put in there for a wingtip, 
airflow control at the wingtips in a stall attitude, but advanced de- 
signs, aerodynamically, by having different profiles on the way out to 
the tip, we can accomplish the same thing without these slots, which 
do add drag at high speed, but they are no longer required. 
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Mr. Branpr. If it will interest you, there was a flight test of this 
airplane at Wright Field in 1947, that basically bears out all that we 
have said here today. 

Now, !f a person is not aware of the safety feature of this and tries 
to fly it like a conventional aircraft, you won’t get the same perform- 
ance that you will if you are aware of the fact you don’t have to abide 
by some of the regulations they put into effect to try to make the 
conventional aircraft safer. 

Senator Monroney. Thank you very much, Mr. Brandt. 

(The prepared statement of Mr. Brandt follows:) 


ADVANTAGES AFFORDED PILOTS BY LIFTING FUSELAGE AIRCRAFT 
3y Jay E. Brandt? 


From the dawn of aviation until today, continuous and steady improvements 
have been made in the fields of aircraft speed, range, and size. Unfortunately, 
the tubelike body design now being used has male imposible some great advan- 
tages in safety, performance, an carrying ability that are inherent in airplanes 
of the lifting fuselage concept. 

Almost without exception, the izircraft in commercial—both cargo and passen- 
ger—and military use today lack features which well could have saved thousands 
of human lives and millions of dollars in property loss. 

Perhaps the greatest reason for this absence of safety features in today’s 
airplanes is the blind adherence of our aircraft manufacturers to obsolete design 
criteria which make their incorporation impossible. In short, eliminating many 
of the dangers which are attendant upon flight must necessarily involve a radical 
change in aircraft design. 

Paradoxically, the lifting fuselage airplane which is almost as old as conven- 
tional airplanes design, contains safety features which cannot possibly be built 
into the latter. It affords many other flying and economic characteristics which 
make it superior in almost every other respect. Just why it never has been mass 
produced is, to many pilots, one of the great mysteries of the age. 

I had the opportunity of flying and testing the Burnelli CBY, an airplane of 
the lifting fuselage design, at Dorval Airport in Montreal, Canada. The tests 
proved conclusively that the airplane had many flight, as well as safety, 
advantages. 

I fiew the CBY at a gross weight of 31,500 pounds—1,500 pounds above its 
listed maximum. Practice takeoffs, landings, maneuvering control, stalls, and 
single-engine test procedures were carired out. Wind measurements at Dorval 
tower averaged 10 m.p.h., temperature readings were at 37° F. and pressure 
was 35.4. 

At its maximum design weight, the airplane was thoroughly maneuvered with 
the landing gear and flaps retracted and extended, stall tested and operated on 
one engine with windmilling and feathered propeller, landing approaches were 
made and varied speed and approach conditions were studied. 

Acceleration was noticeably rapid and takeoffs averaged about 1,000 feet. 
The airplane displayed an even amount of control pressure at all altitudes, 
speeds, and loads, and proved itself thoroughly stable in the air, with no tendency 
to roll or hunt. It exhibited exceptional control in stalls, with slight buffeting 
and aileron snatch for warning with very rapid recovery. Single-engine control 
qualities were excellent. 

The CBY proved itself excellent for three-point landings, was much easier to 
hold at selected glide angles and has superior maneuverability for slow approach 
and landing. There are absolutely no stall-outs, as are common in conventional 
types at slow speeds. The aircraft settled in three-point position according to 
selected power and elevator trim. Landing is slow, and is exceptionally simple 
and controllable. 


iMr. Brandt is a captain with Trans World Airlines and has tested and flown many 
types of aircraft used in commercial aviation during the past 17 years. He has compiled 
more than 18,000 hours of flying time, during which he flew more than 3 million miles, 
at the controls of passenger and cargo aircraft. In acquiring this experience, he had an 
exceptional opportunity to study safety factors, maneuverability, flight stability, and 
other features of all types of planes. 
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Although the aircraft displayed awkward braking action, thus making taxi- 
ing a little difficult, it tends to move straight ahead when either left or right 
engine is applied, the turning moment depending upon brake or rudder. This 
substantiated, however, the better single engine control in flight, which is far 
more important. 

The placement of engines and cowlings ahead of the fuselage and pilot’s cabin 
allows complete view of propellers and powerplants in flight and makes un- 
necessary the extra instrumentation or backward inspection in the event of 
feathering. 

Although the airplane was flown, as was pointed out earlier, at more than its 
maximum design weight, distribution of load along the horizcntal axis afforded 
far greater stability than is encountered in conventional types, and eliminates 
the usual dangers attendant upon shifting cargo, improper loading and bad 
balance. In conventional aircraft, weight is distributed along a longitudinal 
axis and these safety factors are absent. 

I shall not attempt to describe the overall superiority of the lifting-fuselage 
design from the standpoint of freight handling other than to say that its cargo 
space may be more completely utilized than that of any other aircraft, and that 
it is practically impossible to load it improperly. In addition, five truck-level 
door simplify loading and unloading. 

It is from the standpoint of air safety, however, that the lifting-body design 
appears to be beyond comparison with conventional aircraft. 

Perhaps the danger most feared by pilots is that of fire. Today, all military 
and commercial cargo and passenger aircraft have fire hazards built into them. 
The placement of fuel tanks and lines in the wing panels, practically on top 
of the “stoves,” or engines, means certain catastrophe in the event of even a minor 
leak of high-octane gasoline or its fumes. 

In the lifting-fuselage aircraft, however, wing fuel tanks are far removed 
from the engines, which, as was pointed out already, are mounted well ahead of 
the fuselage itself. Thus, the leaks which are so fatal in conventional airplanes 
ean be of only minor significance if they occur in planes of this design. 

This arrangement of engines also removes considerable weight from the wing 
structure and eliminates unnecessary strain and torque stress at the wing roots. 
As a result, metal fatigue, and structure failure or weakening are reduced to 
a minimum. 

The arrangement of all major systems in the fuselage affords instant ac- 
cessability, even in flight, and eliminates the usual concern about landing gear, 
tires, generators, and other engine accessories, which in conventional types can- 
not be repaired except while the aircraft is on the ground. All landing gear 
emergencies in the past could have been avoided. 

Radio equipment, so bothersome and hazardous in conventional craft, need 
not crowd the cockpit in lifting-body airplanes, but may, instead, be sealed in 
compartments away from the cockpit area where temperatures can be con- 
trolled and the danger of electrical fires minimized. Again, access to such 
equipment in flight affords protection to pilot, crew and passengers or cargo not 
possible in conventional airplanes. 

The low drag and high-lift configuration which give the lifting-fuselage design 
greater speed, range and economy of operation also afford better stability in 
flight, lower stall speed, and, consequently, the capability of landing and taking 
off at airfields with runways too short for anything other than the smallest 
pleasure aircraft. 

In this connection, it should be pointed out that one of the most outstanding 
features of the lifting-body design is the low speed at which it can be landed. 
On dark, stormy nights, when landing is complicated by a 200-foot ceiling and 
half-mile visibility, it is a great deal more comforting to know that the airplane 
one is flying can slow down to 60 or 70 miles an hour instead of making an ap- 
proach at 140 to 155 knots, as is necessary in today’s conventional aircraft. 
This low speed along with better lighting and electronic equipment will help the 
airlines achieve 100 percent reliability. 

Structurally, too, the lifting-fuselage type of aircraft is beyond comparison 
with conventional designs. Although equipment has been developed which can 
counteract icing, no one yet has come up with a device to still atmospheric 
turbulence, and I doubt that anyone will. 

Today’s conventional planes, with their longitudinal deadweight, are in some 
danger of structural damage in such weather. The spanwise loading feature 
of the lifting-fuselage design gives it much greater structural integrity and 
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allows it to withstand far more severe punishment from the elements than 
could any aircraft with a cigar-shaped fuselage. 

In the event of any kind of a forced landing, the boxlike fuselage of the 
lifting-body airplane affords greater resistance to collapse than does the con- 
ventional type. This, plus the fact that speed would be much lower at time 
of contact, practically guarantees tremendous life and money saving character- 
istics. 

It is shocking to think that these and many other vital safety considerations 
have been ignored by our airframe manufacturers in their blind quest for 
greater and greater speed and heavier and larger airplanes. 

Had the aviation industry, back in 1919, when Vincent Burnelli built this 
Nation’s first commercial transport plane, realized the advantages his subsequent 
designs would afford, I believe that today we would have been spared a mini- 
mum of 60 percent of the lives lost in air crashes, millions of dollars in property 
and would have extended air service to nearly every community in the world, 
instead of just those few cities with airstrips large enough to accommodate the 
fast-landing aircraft now being flown. 

Let us face the fact that here is an existing aircraft that is 30 percent more 
efficient, 50 percent cheaper to build and 50 percent safer than conventional 
airplanes. What this can do for the people of the world, the aviation industry, 
the military and underdeveloped countries is far too great for the imagination. 
l suggest we get started on correction at once. 

Senator Monroney. Mr. Casey. 

Mr. Casey. I would like to put into the record the statement of 
Maj. Gen. Leigh Wade, and call attention—I think the statement is 
before the committee—and call attention to page 3 of that statement, 
in which he says: 





I am very happy to say that there is such a plane and that the commercial 
requirement for it is such as to guarantee its production in numbers great 
enough to keep our manufacturing facilities intact. 

The plane of which I speak is the Ballard Aircraft Corp.’s Loadmaster, which 
employs the lifting-body principle design and can be built in almost any size 
and with any means of propulsion. It, alone, can answer our every transport 
need. 





I would like to also offer the testimony 
Senator Monroney. That will be placed in the record at this point. 
(The prepared statement of Maj. Gen. Leigh Wade is as follows:) 


PRODUCTION CUTBACK PROBLEMS AFFECTING THE AVIATION INDUSTRY 
(By Maj. Gen. Leigh Wade,’ U.S. Air Force, retired) 


The sharp cutback in production by American airframe manufacturers and the 
absence of any new aircraft designs which could afford the means of full revival 
of our aviation industry constitutes one of the greatest problems confronting 
U.S. transportation today. 

All of us can recall what happened to our shipyards when American commercial 
fleet operators looked to foreign shores for new vessels. 

Our heads of government correctly foresaw the collapse of our major yards, 
so vital to our defenses in time of war, should this trend be allowed to continue. 
Thousands upon thousands of skilled shipyard workers thrown out of work would 
be lost to the shipbuilding industry forever. There would be no way to reopen 


1General Wade has spent more than 40 years in civilian and military aviation. After 
attending the Royal Air Force Ground School in 1917, he was commissioned a second 
lieutenant in the American Army Air Corps and advanced through the ranks to the grade 
of major general. He served in the Mexican border campaign in 1917-18 and in France 
during 1918-19. He was test pilot and chief test pilot in the Air Corps at McCook Field, 
Dayton, Ohio, from 1919 to 1923, and was one of the pilots in the first round-the-world 
flight in 1924. He pioneered light craft flight across the Andes, was commander of U.S. 
troops in Cuba from 1942 until 1946, and served on the staff of the 14th Air Force from 
1946 until 1948. He was air attaché at the U.S. Embassy in Greece from 1949 until 1951, 
and in Brazil from 1951 until 1952. He was engaged in the a of aviation and 
aeronautical products in South America from 1926 until 1940 and has been an Air Force 
member of the U.S. Military Commission to Brazil since 1952. 
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long-idle shipbuilding facilities and restaff them with the skills required should 
an emergency arise. 

As a result, the taxpayer now must foot the bill for huge subsidies to keep 
these yards intact. 

One does not have to be possessed of particularly superhuman psychic powers 
to foresee the same fate for our large airframe manufacturing centers unless 
immediate steps are taken to correct an ever-worsening situation. 

There are several reasons for this pernicious falloff in production at our major 
aircraft facilities. Perhaps the principal of these is the military abandonment 
of manned aircraft types in favor of missiles and rockets. Although many firms 
which formerly turned out aircraft to meet governmental orders today are as 
well off, or in even better condition financially, because of missile and rocket 
contracts, their airframe facilities dre idle. 

Even worse, thousands of technicians and skilled aircraft workers are being 
thrown out of their jobs. These men, in order to survive, can be expected to 
drift off into other fields of occupation. It then would be impossible to reas- 
semble them in the event of a national emergency. 

The more fortunate manufacturers of aircraft will manage to exist on missile 
and rocket contracts. Others, not so fortunate, are faced with the prospect of 
closing down completely. 

In the field of airframe manufacture, there is no single conventional design 
now being considered which could be marketed in sufficient numbers to provide 
the revitalizing stimulus required to save the industry. Nor is the blind dedica- 
tion to principles of speed, range, and size which apparently obsessed aircraft 
producers and the operators of passenger service, expected to alleviate the 
situation. 

Until the present, the great majority of new designs produced by American 
manufacturers have been financed with governmental funds. Many such planes 
were originally built as bombers, later converted for commercial passenger service, 
and then dumped, after further modification, on the cargo carriers. 

None of these latter modifications have met adequately the requirements of 
cargo transportation. Because these planes were not built for cargo carriage, 
this branch of the industry is suffering financially in an era when airfreight 
traffic is approaching its greatest volume. 

The all-cargo airlines showed a net profit of $1.163 million in 1955 and $1.822 
million in 1956. In 1957, however, they registered a net loss of $2.207 million 
and tentative figures for last year indicate a net loss of $1.676 million. In 1958, 
freight operating revenues were off nearly $6.5 million and freight ton-miles 
dropped 21 percent. 

Fortunately, freight ton-miles are on the upswing, but it is doubtful that profits 
will show a similar rise unless our commercial cargo carriers can obtain planes 
built to serve their purposes. 

The switchover of passenger line operators to turboprops and jets during the 
next 2 years will force them to unload their conventional piston-engined planes 
on the cargo carriers. It has been estimated by Planes, the official publication 
of the Aircraft Industries Association, that approximately 1,700 of these conven- 
tional types will be sold to the cargo carriers in this period. 

Although the converted passenger planes cannot possibly meet the require- 
ments of cargo carriage, many will be bought for the simple reason that nothing 
truly suitable is available in this country. 

I wish to emphasize that last statement. I said “in this country,” because as 
of this moment, no American aircraft manufacturer has, even in the drawing 
board stage, an efficient, economical plane designed specifically for commercial 
eargo carriage. The result has been that some of our major airfreight operators 
have turned to England and Canada to buy types better suited for their needs. 

Unfortunately, this growing branch of aviation is faced with economic death 
because it lacks planes which can be purchased for little money, operated profit- 
ably and can takeoff and land on the short runways of thousands of small air- 
ports which otherwise face isolation in a jet age where landing strips are better 
than 2 miles in length. 

Our experiences in World War II should have taught us the importance of 
tremendous aircraft production in the shortest possible time. 

Missiles and rockets well may replace the manned aircraft as a weapon in an 
all-out nuclear war. But men and supplies cannot be transported by missiles 
and rockets. 
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Logistics, the simple problem of supplying men and materiel, will require 
eargo planes. The huge, lumbering jets now being manufactured here for the 
military and commercial passenger service can be expected to meet but a small 
part of this requirement. We are going to need planes which can carry maxi- 
mum cargo loads into makeshift fields, be unloaded quickly, take off and return. 

The military has no such planes. 

American manufacturers presently plan to produce no such planes. 

American passenger lines and cargo carriers have no such planes. 

In short, were we to go to war tomorrow, the chances are that we would be 
caught with our logistics down. 

We would be forced to depend entirely on aircraft not suited to the purpose. 

I am very happy to say that there is such a plane and that the commercial 
requirement for it is such as to guarantee its production in numbers great 
enough to keep our manufacturing facilities intact. 

Before production can begin, however, those who have depended so long on 
Government contracts must learn to take a bold step into the field of private 
enterprise. 

The plane of which I speak is the Ballard Aircraft Corp.’s Loadmaster, which 
employs the lifting-body principle of design and can be built in almost any size 
and with any means of propulsion. It, alone, can answer our every transport 
need. 

I shall not bother you gentlemen with technical details about the Loadmaster. 
I believe you already have sufficient information before you on the subject. 

I wish to emphasize, however, that production of this type of aircraft would 
require no research and development expenditure by the Federal Government, 
because this already has been met by private capital. 

I suggest only that you give careful attention to the subjects I have mentioned 
but briefly here today. 

The dangers I have cited are real. 

We do not know how much time we have. 

We have the means of meeting the challenge. 

Let us not delay. 


Mr. Casey. I would like to present Admiral Malstrom, who is 
here. He spent 40 years in the Navy, 28 of them as an officer. 
On page 6 of his testimony : 


The far greater lift which is characteristic of the Burnelli design makes this 
a superior aircraft for this purpose. 


He is talking about planes landing on aircraft carriers. 

Senator Monroney. That will be placed in the record at this point. 

(The prepared statement of Rear Adm. Alvin I. Malstrom, U.S. 
Navy (retired), follows:) 


NAVAL APPLICATION OF LIFTING-BODy TYPE AIRCRAFT 


(By Rear Adm. Alvin I. Malstrom,’ U.S. Navy, retired) 


In recent months, the American public has placed far too much emphasis on a 
single weapon of destruction, the intercontinental ballistics missile, and far too 
little on others which possibly pose at least an equal, or perhaps greater, threat 
to our national survival. 

The reasons for this, understandably, are that the ICBM is more dramatic, has 
all the psychological appeal of science fiction come true and has opened the way 
for explorations of outer space. Consequently, it lends itself more readily to 
newspaper, radio, and television treatment than do missiles and rockets of less 
sensational range and the more conventional weapons. 


1 Admiral Malstrom served 34 years in the Navy, 28 of them as an aviator, with general 
duties including supply and maintenance of aircraft, aircraft and engine overhaul, and 
radio ordnace and communications operations. In World War II, he was an executive 
officer and commanding officer, respectively, of carriers at the Battle of Midway and in 
the invasions of Africa and Okinawa. He also has been naval attaché for air at the U.S. 
Embassy in London; commander of Fleet Air, Alameda, Calif.; commander, naval air 
bases, 6th Naval District, and commanding officer of the airbase, Jacksonville, Fla. 
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In addition, the vast amount of research and development devoted to this par- 
ticular weapon by the Soviet Union has had the desired propaganda effect upon 
the more hysterical members of our community. 

The general public thus has considered only slightly the possibility that, in 
the event of a nuclear war, our enemy would resort to the use of less sensational 
but more effective means of attack. 

These same people apparently are unaware that even the greatest conceivable 
ICBM capability could not destroy the entire free world, or that missiles of 
shorter range, with their attendant superiority in accuracy, can be far more ef- 
fective in the destruction of targets within range, despite the proportionately 
lower weight of warhead involved. 

Geographically, however, Russia cannot rely upon either intermediate or short- 
range land-based missiles for a successful attack upon the United States. 

Her greatest deterrent rested in the development of a missile which could 
deliver a nuclear warhead over a hemispheric range and to encirele us with bat- 
teries of smaller and more accurate nuclear weapons capable of accomplishing 
the same devastating results. 

Just how to accomplish this latter objective presented the Soviet with one of 
its major problems. 

A large and expensive fleet of global-range bombers could, if invulnerable, de- 
liver nuclear destruction to the continental United States. But despite the prog- 
ress of Russian aviation development in recent months, her air arm is consider- 
ably weaker than that of this Nation. In addition, the many types of ground-to- 
air, Sea-to-air, and air-to-air weapons in our arsenal could be expected to turn 
such an armada into just so many clay pigeons on a global skeet court. 

Having but two major outlets to the sea and no strategically located bases for 
her Navy, she could not depend upon her surface vessels to accomplish this pur- 
pose. So she poured all her scientific skill and knowhow into development of an 
ICBM. 

There remained the problem of encircling us with shorter range missiles, as we 
have partially encircled her, and to do it without detection. 

Her submarines, armed with missiles which could be launched from deck, could 
slip unobserved out to sea, travel silently and unnoticed halfway around the 
world to wait in readiness just outside our territorial limits for the signal to 
Strike. 

It was natural, therefore, that Russia develop a tremendously large submarine 
fleet. This she apparently has done. There can be little doubt that these sub- 
marines, no matter what their number, are equipped with missiles which can be 
launched from a few miles off our shores. 

Thus, the Soviet developed the two weapons best fitted to her peculiar require- 
ments. 

I say this because as of this date, the United States apparently does not have 
an adequate defense against deepwater submarines which may surface and fire 
quickly. 

And it is doubtful that we possess a submarine-detecting system efficient 
enough to afford us the necessary warning of an impending attack. 

There has been much debate in recent months as to whether the Red subma- 
rine threat really is this dangerous. Recently, Senator Henry M. Jackson, of 
Washington, chairman of the Military Applications Subcommittee and of the 
Joint Congressional Committee on Atomic Energy, warued: 

“But it is the military use of the seas that is most threatening today. The 
time is rapidly nearing when the Soviets could mount the devastating nuclear 
warhead attack from the sea. The H-bomb and the missile have added new mus- 
cle to seapower—the nuclear submarine armed with ballistic missiles. 

“But while the submarine has moved into a new era, submarine defenses have 
not. A panel of undersea warfare experts, which I appointed last year to ad- 
vise the Joint Atomic Energy Committee, reported that no weapons systems now 
in existence, even on an experimental basis, offers an adequate defense against 
nonsnorkeling submarines that run deep * * *. 

“They (the Russians) have 450 submarines to our 110; and 350 of their 450 
have been built since World War II, in contrast with only 25 of ours. We have 
heard no boast yet of nuclear-powered submarines, but they probably will unveil 
some in the near future. If they announce only one, they might fear it would 
make them appear a bit ridiculous, so any announcement in all probability will 
involve a fleet.” 
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Senator Jackson made four recommendations. They involved: 

1. Faster production of missile-firing submarines and the mobile, land-based 
missile, Minuteman. 

2. An all-out drive in oceanographic research, with particular emphasis on the 
Arctic. 

3. A more concentrated search for an adequate detection system so that we 
may not “have to tie up an entire naval task force, involving many ships and 
thousands of men just looking for one Soviet submarine.” 

4. An accelerated attack submarine program. 

Senator Jackson’s remarks ably pointed out a fact that somehow has been 
overlooked in the service scramble for control of aircraft and missiles. 

It is that sea warfare, like land warfare, has undergone revolutionary change 
with the development of modern weaponry. 

As the cavalry horse gave way to the armored vehicle and the land-based 
bomber largely replaced long-range artillery, so have missiles and supersonic 
manned aircraft brought about an upheaval of naval strategy and tactics. 

Certainly, the submarine-launched Polaris missile, together with our nuclear- 
powered undersea craft, constitute one of the most potent weapons in the 
modern arsenal. 

But, as Senator Jackson has so well emphasized, we can expect Russia to 
come up with a similar combination, if she has not done so already. 

It is highly improbable that the Soviet Government today has a sufficient 
stockpile of ICBM’s to rely upon exclusively in carrying out a serious attack 
against the United States, so it must be assumed that her major striking force 
would be the submarine-launched missile. 

If we are to crush such an attack quickly and thoroughly, we will require 
everything Senator Jackson has recommended, plus a radical alteration of the 
Navy’s air arm. 

Briefly stated, these latter needs concern : 

1. A plane capable of cruising on the surface of the sea in most weather 
or a ship able to make airborne jumps. It must be equipped with detection in- 
struments which can locate submarine activity at distances, and must be able 
to take off with a large payload of explosive charges and destroy undersea craft 
before they approach our shores. 

2. A seaplane which can be used in the supply and service of our own sub- 
marines at sea. 

3. A cargo aircraft which can land on and takeoff from the decks of carriers 
and which can be stowed in the smallest possible space below decks. 

4. An air crusier of the 200,000-pound payload class for the transportation of 
troops and materiel over the sea to the outer harbors of even the smallest ports, 
and which can taxi in to the docks when airfields are destroyed or are otherwise 
unusable. This is double the payload of the largest foreseeable landplane which 
in Burnelli configuration can attain 100,000 pounds of payload without unduly 
taxing existing runways. 

5. An airplane which can be propelled with nuclear power. 

Despite the danger posed by the Russian submarine menace, the Navy has no 
aircraft capable of meeting a single one of these requirements. In addition, it 
is unlikely that any plane of conventional design can be built to fulfill these 
needs efficiently. 

For the sake of simplicity, I shall discuss these needs singly. 


ANTISUBMARINE AIRCRAFT 


We have had indication that our submarine detection system has improved, 
at least in some degree, since Senator Jackson issued his warning. Thus, we 
have gained an advantage, no matter how small, in our defensive capability 
against undersea craft. Undoubtedly, greater improvements in this field must 
be made, but they can depend, in the long run, only upon our inventive genius 
rather than greater utilization of methods we already have. 

This leaves us with the question of the aircraft itself. I believe it is generally 
agreed that the seaplane is better suited for antisubmarine detection and 
destruction than land-based aircraft. To be effective, however, it should be 
designed to cruise upon the surface during most weather without undergoing 
serious structural damage. At present, the Navy has no such aircraft. 

From 1926 until 1942, several fleets of Italian Savoia Marchetti planes demon- 
strated in many parts of the world the principles of catamaran construction in 
seaplanes. Because of this feature, these aircraft were able to operate in much 
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rougher water than could single-hulled seaplanes. Since then, however, the 
Government has not seen fit to apply this principle to its seaplane design. 

The single, rounded-hull design of seaplanes currentiy used by the Navy 
precludes their efficient operation in the category under discussion. The logical 
solution to this problem rests in use of the lifting-body, airfoil fuselage type of 
airplane, with twin hulls attached to the outer edges of the body. The extra 
thickness of the airfoil fuselage, as compared to the usally thin wing sections 
of conventional types, allows depth for the necessary strength members between 
hulls to prevent weaving during landings and takeoffs. 

This design, with the engines mounted high in the body, would minimize con- 
tact of propellers or jet intakes with water and spray and is ideally suited in 
every other respect for this category of plane. 

secause of the advantages of the airfoil body, such a plane would easily 
afford the additional lift required by the extra weight of seaplane design, bomb 
payloads, and range. The aircraft could be used to cruise on the surface in 
calm to moderately turbulent seas and could trail its submarine detection equip- 
ment at depths where reception is best. It could take off more quickly and in 
a shorter distance than conventional types, deliver a greater load of destruction, 
and afford greater safety to the crew. 

From the standpoint of range, this design is, weight for weight, far superior 
to any aircraft now in production. 

I am convinced that any fair and unbiased study of the requirements for an 
antisubmarine aircraft would result in the unanimous selection of the lifting- 
body design. 

SUBMARINE SUPPLY AIRCRAFT 


Unquestionably, the plane which meets naval requirements for an antisub- 
marine aircraft would be equally advantageous in supplying and servicing sub 
marines at sea with high priority items of cargo and crews, thus obviating 
necessity of nuclear submarines returning to base for such items. 

Because the Burnelli design lends itself to manufacture in any size and can 
be flown with any type of propulsion without major modification, it could be 
produced with greater payload capabilities if the supply and service demands 
require it. 

CARRIER-ON-BOARD CARGO PLANE 


Prior to the Korean war, aircraft were not used by the Navy for the regular 
delivery of personnel and cargo to the fleet at sea or to land troops from vessels 
afloat. 

Beginning with the delivery of critical items to the carrier Leyte at sea off 
Korea in 1950, however, a regular schedule of shipments from Japan to the 
fleet was inaugurated. 

This operation necessitated modification of the old Grumman torpedo planes 
to carry cargo and passengers. 

Next, the Douglas dive bomber was used for this purpose, and still later, the 
Grumman antisubmarine plane was modified for the so-called carrier-on-board 
aircraft. It is still in use for this purpose today. 

In all cases, the Navy has used only modified carrier aircraft for the trans- 
portation of cargo and personnel. 

During 1954 and 1955, the Fairchild Aircraft Corp. made a study which in- 
volved a reversal of this process. A transport plane was modified to land on 
and take off from an angle-deck carrier. Selected for the experiment was the 
Fairchild C-123B assault transport. 

Despite the many shortcomings involved in using the C-123B in such an 
operation, the plane made possible the transportation of five times the payload 
over twice the distance in the same period of time. In other words, the use of 
a transport-type plane as an onboard cargo carrier resulted in a tenfold in- 
crease in capability over the best carrier-on-board delivery aircraft now in use. 

This marked increase in capability, when applied to naval and military opera- 
tions, opened entirely new concepts. 

The Fairchild study included the use of the C-123B and the standard, mini- 
mum-sized, angle-deck carier, the 27—A conversion of the Essex class, to land 
marines ashore from ships at sea. The operation was undertaken as an experi- 
mental substitute for that involving amphibious ships and landing craft. 

Dealing with a standard Marine school problem, it was found that one 27-A 
carrier and 24 aircraft could transport 5,000 marines and their equipment and 
land them from 75 miles offshore in 11 hours. Thus, 1 carrier in an operation 
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of this sort, could replace 5 amphibious ships, and the 24 planes would replace 
far more landing craft. The landing operation tripled the momentum of attack 
formerly thought possible. 

It was found that this type of aircraft would allow better fleet supply at far 
greater distances from shore. For example, 33 aircraft in such an operation 
could supply a carrier task group of 32 ships with everything except fuel and 
ammunition. 

Obviously, a plane designed for this purpose, instead of one modified to just 
barely meet requirements, would further increase efficiency. 

The Navy has expressed interest in the use of such aircraft but has indicated 
it is unable to purchase such a plane unless it were an off-the-shelf item. 

The Army, the study showed, could effectively use aircraft carriers as troop 
transports in such an operation and unload men and equipment by air from 
ships outside harbors whose docks were damaged or otherwise unusable. It 
was found that under such circumstances, 984 troops or 131 tons of freight 
could be unloaded on shore from vessels 75 miles at sea each hour. The Army 
also has expressed interest in this type of operation. 

Any consideration of an aircraft suitable for such a purpose necessarily 
leads to the conclusion that planes of the lifting-body type would afford the 
ultimate efficiency for marine assault, utility and carrier-on-board purposes. 
They have the additional quality of easy and simple stowage because wings and 
tails can be folded. 

The preferable gross weight of such a plane would be from 55,000 to 60,000 
pounds. 

TWO-HUNDRED-THOUSAND-POUND THRUST AIR CRUISER 


Use of the same basic design as that recommended for an antisubmarine 
aircraft in a seaplane of 200,000-pound payload capacity would provide an 
ideal troop transport. 

Where airfields are damaged or otherwise decommissioned because of shelling 
or bombing, such a plane, with its load of troops and/or cargo, could land well 
out at sea and taxi into harbor with far greater speed and efficiency than 
presently is attainable in landing operations. 

The far greater lift which is characteristic of the Burnelli design makes this 
a superior aircraft for this purpose. 


NUCLEAR-POWERED PLANE 


On June 24, the Government killed plans for the accelerated construction of 
a nuclear-powered plane. The decision halted development of a nuclear reactor 
and jet engine by the General Electric Co. This phase of the project already had 
cost the Government about $300 million. 

An equal amount had been spent in an effort to get the plane into the air 
by 1963. 

During the 12 years that the Government has been engaged in this project, 
nearly $1 billion has been obligated. 

In announcing the decision, the Federal Government stated that all technical 
problems involved should be solved prior to construction of the aircraft. 

Proposals to use a conventional type airplane were ruled out as impractical. 

Also involved is a workable propulsion system and the proper shielding neces- 
sary to protect the crew from radiation. 

Many authorities agree that the dangers inherent in the operation of a nu- 
clear-powered land-based plane are enormous. <A crash of such an aircraft on 
land could create a serious radioactivity hazard over a wide area. 

The obvious solution is to use a seaplane for the purpose. 

And since the Government, at long last, has concluded that the conventional 
type of plane, with its deadweight, cigar-shaped fuselage, is not adequate for 
this purpose, another design must be put forth. 

Aerodynamically and structurally speaking, this search can go in but one 
direction, to the lifting-body design. 

The interior of the fuselage in the lifting-body design is of better configuration 
for the containment of a reactor than that of any other aircraft yet to appear 
on our drawing boards. 

The additional lifting weight of the airfoil body would simplify the problem of 
transporting the tremendously heavy reactor and its shielding. 
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Apparently, the craze for jet speed and power which has swept the aviation 
industry in recent months also has affected the thinking of some in connection 
with the proposed nuclear plane. 

Plans for this aircraft had called for hot-air jet propulsion. The reactor 
eapable of producing such power would require such an enormous investment in 
research and development and would be so heavy as to negate the power it 
produces. 

On the other hand, reactors capable of providing sufficient steam pressure to 
operate efficient turboprop propulsion already have been developed sufficiently 
to meet this requirement with little modification. 

Thus with the airframe design out of the way and the simplified steam turbo- 
prop propulsion agreed upon, there would remain but one item of shielding the 
crew from radiation. Because of the airfoil fuselage design, the pilot and crew 
compartment are well ahead of the reactor. A shield of sea water around the 
reactor would afford the highest degree of protection possible to personnel after 
landing for repair, resupply, ete. In addition, sea water used for shielding 
could be exchanged at sea by a seaplane at regular intervals to minimize radio- 
activity absorption dangers. 

In conclusion, I can say only that I consider these five requirements I have 
mentioned vital to our national security and that I am convinced no single 
design can fulfill these needs as efficiently and economically as the lifting-body 
aircraft. 

In view of the vast expenditures already made by the Federal Government on 
unsuccessful research and development of aircraft types to meet these needs, I 
believe it is the inescapable duty of those responsible for our national welfare 
to see to it that an evaluation study of the lifting-body design be made as soon 
as possible. Delay of such a study can result only in the expenditure of many 
more millions of the taxpayers’ dollars with the same doubtful outlook. 

Many of aviation’s immortals have termed the lifting-body aircraft the ulti- 
mate in airplane design, and it has been brought to its present state of perfection 
solely through the investment of private capital. 

Not to afford it a fair evaluation could well result in a criminal waste of 
our economic resources. 


Mr. Casry. Now, I would like to call upon Col. Robert W. John- 
son, who is a consultant and an expert in the field of airlift. 
Colonel Johnson. 


Senator Monronry. We are glad to have you before us, Colonel 
Johnson. You may proceed in your own way, sir. 


STATEMENT OF COL. ROBERT W. JOHNSON 


Colonel Jonnson. Thank you, Mr. Chairman. 

I am a colonel in the Active Reserve of the Air Force. Since 1951, 
I have been fairly actively identified with the revised Air Force 
logistic concept which calls for the integration of airlift as a normal 
means of transportation as opposed to—as compared to the previous 
means of transportation. 

I won’t take your time to read this full statement, but rather try 
to touch on the high points I have here. 

I should like to say, however, that after 7 years of this particular 
activity, I feel that I can say honestly that the intelligent development 
4 aircargo represents one of the biggest undone jobs in the world 
today. 

To correct this situation, two factors are essential. Equally is it 
important 

Senator Monroney. What page are you reading from, sir? 

Colonel Jounson. These are excerpts from page 1, Mr. Chairman. 

Senator Monroney. Fine. Will you emphasize for the benefit of 
those of us who are here, the special points you would like to testify 
about. 











ae me het at ee eet Po Oe OS. 


rr 


in 


LOANS TO CERTAIN AIR CARRIERS 495 


Mr. Jounson. The two factors are essential to the accomplishment 
of the breakthrough which will permit the development of an air- 
cargo industry and thus contribute substantially to the economic well- 
being of our country. Equally as important, these factors would 
provide a logistic support capability, essential to our maintenance 
of an effective deterrent posture at a tolerable cost—a capability which 
we do not now have. 

The first of these is a standard, common-use system of cargo han- 
dling. But this, I mean a system which will permit the ready in- 
terchange of unit loads of cargo between truck, aircraft, rail cars or 
ocean transport without the necessity of rehandling packages or re- 
shaping the load to fit the cargo compartment of the particular ve- 
hicle. Although space does not allow this topic to the degree merited 
by its importance, reference should be made to the paper, “World 
Integration of Freight Handling,” which I presented to the First 
International Conference of the Materials Handling Institute in Lon- 
don last May. That the contents of this paper are in accord with the 
official views of the Air Force has been established by letters on the 
subject addressed to me by the Directorate of Transportation, Head- 
quarters, USAF. 

The second of the two essential factors is the airplane required. 
Obviously, if the airplane is to function as a member of a family of 
cargo-carrying vehicles, whether moving by land, sea or air, it must 
possess an intimate degree of compatibility with the one common 
gene—the characteristics of cargo. ‘The features which determine this 
requisite compatibility long have been recognized and accepted. 
These include straight-in loading, level floor, constant section, truck- 
bed height, and so forth. Official files are stuffed with studies, reports, 
and recommendations to this effect. There is no need, therefore, to 
plead the case of the functionally configured airplane. 

Approximations of the necessary configuration are represented by 
such military aircraft as Fairchild’s C-119 and C-123, Lockheed’s 
C-130, and Douglas’ C-133. In each of these, however, the basic 
cargo design was compromised to permit the accomplishment of other 
military requirements to such an extent that the resultant costs of 
operation were prohibitive from the commercial standpoint. In each 

ase, too, the costs of development and production were borne by the 

Government. The end result is that the civil aircargo industry still 
is forced to rely on converted passenger transport aircraft to move 
the minuscule portion of both domestic and oversea freight which 
the controlling consignor-consignee team can afford to give it. 

Thus far, no airframe manufacturer in the United States has been 
willing to undertake the development and production of the required 
uncompromised airplane without the comforting assurance of Govern- 
ment orders. 

On the other hand, many operators of all-cargo aircraft appear to 
be unaware of their own basic requirements, as these relate to cargo 
aircraft performance, configuration, and operating economies. Wit- 
ness the current emphasis on the employment of pure jet cargo air- 
planes, utilizing such extreme features as swing-tails and kneeling 
gear in an attempt to provide desired loadability characteristics. 

We can accept the fact that the converted passenger transport will 
be with us for several years to come, hauling airfreight. The new 
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airplane, of uncompromised, functional design, which will permit a 
general lowering of airfreight tariffs and a consequent expansion of 
airlift capability, will have to work hand-in-glove with the older types 
as well as with truck, rail, and waterborne transport systems. Our 
oroblem, then, is to plan and effectuate an evolutionary transition 
trom the present situation to what is now generally recognized as a 
national need. 

In this connection, our national interests as airframe manufacturers 
are in a very good way to suffer a severe setback because of foreign 
competition. The British, notably, have concentrated on the develop- 
ment and production of airfreighters, functionally configured. For 
example, there is a commercial airlift operation in which a Bristol 
twin-engine airplane with a 12,000-pound payload and using a prac- 
tical cargo-handling system, is flying an average of 250,000 pounds of 
cargo per day. 

Senator Monronery. Is this the automobile airlift across the 
Channel? 

Mr. Jounson. No, sir, the lift to which I have reference just now 
is out in New Zealand, between North and South Island, where a 
Bristol freighter serves to connect the railheads on either island. 
That is an operation instituted back in 1947, I believe. 

Riddle Airlines, as you know, has placed a provisional order with 
Armstrong-Whitworth for four Argosy airplanes, with every expec- 
tation of tripling the size of the order should results warrant the 
step. My report to Armstrong-Whitworth was to the effect that sales 
of 30 to 40 of their airplanes in the United States could be expected. 
This limitation would be imposed not because the requirement was 
satisfied, but because effective competition from our then-emboldened 
airframe industry could be expected. 

Both Flying Tigers and Seaboard & Western Air Lines have 
placed orders with Canadair for a total of 15 of the swing-tail, turbo- 
prop CL-44 airplanes. For reasons relating to the need for a common- 
use cargo handling system, I have serious doubts that this airplane 
represents a contribution to the fulfillment of our national require- 
ment. 

The contractual responsibility for logistical support of DEW line 
is vested in the Federal Electric Corp. which, in turn, employs con- 
tract airlift to assist in the job. Because of the conditions encountered 
at the DEW line stations, effective performance of the mission re- 
quires an airplane with short takeoff and landing capability and 
the capacity to carry reasonable loads of passengers or cargo, sep- 
arately or in combination. There are no U.S.-produced airplanes 
suitable for this work. For this reason, I am sure that Federal 
Electric will encourage its contractors to equip themselves with the 
T'win Pioneer, produced by Scottish Aviation. 

Senator Monroney. I heard about this Scottish airplane. What 
type of airplane is it? 

Mr. Jonnson. It is a twin-engine airplane, Mr. Chairman, a very 
simple, straightforward design, with not particularly large capacity, 
but here again it has the advantage of being rather cheap—I won’t 
say cheap, but it is not as expensive as the conventional type. 

It has somewhat of a slab-sided fuselage, high wings, low floor, 
and the main attraction of it, of course, outside of its original pur- 
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chase price, is that it does have short takeoff and landing capability. 

Senator Monroney. Reciprocating motor or turbine? 

Mr. Jonnson. It is presently powered with the Alvis Leonidas 
engine, which is reciprocating. I think the Scottish Aviation people 
have planned to put a turbine engine in that. If it would be of 
interest to you, sir, we would be happy to send you a brochure of the 
airplane for your records, if you wish. 

Senator Monronry. I heard about it, but I never have seen a pic- 
ture of it. 

Mr. Jonnson. It is a very interesting little design. 

Senator Monroney. You say it was cheap in the original purchase 
price, or low cost ? 

Mr. Jounson. Not only its operating cost, because that is com- 
parable to the purchase price, but it costs about $183,000 I think for 
a single copy, compared to three or four times that much for the 
Hamilton Beaver, I think it is. 

Senator Monronry. What is its lift? 

Mr. Jounson. I think it carries a payload of between 13,000 and 
14,000 pounds. 

Senator Monroney. What range? 

Mr. Jounson. Midrange, I think around 300 miles. I won’t vouch 
for those figures. 

Senator Monroney. Thank you for filling me in. I have heard of 
almost every plane except that one. I had a question in my mind 
about it. I have never seen it or I have never seen a picture of 
it. 

Mr. Jounson. The picture is not completely dismal, however. Pri- 

vate enterprise in this country is fully capable of doing the job, with 
the proper amount and degree of encouragement and cooperation on 
the part of Government. As recently as 1956, the Frye Corp., under 
the leadership of Jack Frye, former president of TWA, undertook 
the development of the Safari airplane, aimed primarily at the do- 
mestic short-haul market and underdev eloped areas abroad. The de- 
sign was one which incorporated many of the features required of 
an economical airfreighter. Had it been brought into production, 
its advent would, I am sure, have marked the beginning of the break- 
through we are seeking. Unfortunately, Frye’s untimely death, com- 
bined with other circumstances, brought the project to a halt. To 
those of us who for so long have been proponents of the idea that the 
future of airfreight depended on an uncompromised airfreighter, this 

was a real disappointment, of course. 

Now, however, we are beginning to take heart again. Throughout 
the years while we have followed. closely each new transport-design 
concept, we have been mindful of one which offered every promise of 
meeting all requirements. 

I refer to the lifting body design, the prototype of which has 
aroused keen enthusiasm on the part of all who have been privileged 
to fly it or who were sufficiently interested in airfreight, per se, to 
evaluate it from that standpoint. The encouragement, I feel, stems 
from the fact that the Ballard Aircraft Corp. has acquired the rights 


to the design and is preparing to produce the airplane as a private 
venture. 
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Even an inexpert, or nontechnical, appraisal of the airplane results 
in the conclusion that this is what a cargo airplane ought to look like. 
The lifting body fuselage provides floorspace and headroom to spare, 
in a form fully compt tible with the configurations of highway freight 
vehicles and railroad boxcars. In sharp contrast to the conventional 
cigar-shaped fuselage, the lifting body airplane should rarely, if ever 
find itself space limited, no matter how short the stage. its truck- 
bed height, level floor, and straight-in loading features offer assur- 
ance that ground times can be held to a minimum, thus permitting the 
maintenance of high-frequency service on which a significant exten- 
sion of airfreight usage will depend. In addition the lifting body 
airplane can carry more payload at the same gross weight than other 
aircraft. 

Its takeoff and landing characteristics could extend airfreight serv- 
ice to many communities and areas now excluded therefrom because 
of the costs involved in constructing airfields capable of accepting 
the high-performance aircraft in vogue today. In this connection, it 
is appropriate to mention that the focus of attention today appears 
to be on the long-range, high-speed, large payload aircraft as the solu- 
tion to our aircargo problem. Apparently overlooked in the assess- 
ment of overall requirements is the tremendous potential for the air- 
freight industry in the short-haul domestic market. That there is 
some rational basis for this latter statement is borne out by a very 
thorough analysis completed by Short Bros. & Harland, Lid. This 
survey, direc ted primarily to the British market, concludes that air- 
freight is likely to be confined in the main to stage distances below 
1,000 miles; and that if airfreight rates were to be reduced to one- 
third of their present level, traffic would be increased more than 11 
times. 

I do not know that any comparable survey has been made in the 
United States; but cert: uinly the findings of such an analysis would 
be vital to sound decisions with regard to design considerations of 
the aircraft required. I recommend ‘strongly that no Federal aircraft 
development program in this area be undertaken without the benefit 
of such a study. 

Senator Monroney. We have had two or three such studies testi- 
fied to. I believe the estimate before the committee is that the air- 
freight rates could be reduced by one-half and that they then would 
increase about 10 times over their present figure. This compares some- 
what favorably with the British study, except this was for long range 
and short range. 

Colonel Jounson. But it seems to me, Mr. Chairman, there is one 
essential phase of such a study which has never been cranked i in and 
that is to define this aircargo market potential, where it is, what its 
nature is, where the cargo originates, where it is going, and at the same 
time you would then have sound design criteria for some of the design 
features of an airframe required to do the job, know the flying char- 
acteristics, because the airframe industry is perfectly competent today 
to make what is needed, but to make a truly aircargo frame, I don't 
think has ever been done. 

To sum up, it is my considered opinion that the lifting body design 
will provide aircraft which are fully capable of satisfying the require- 
ments of airfreight operators within the context discussed herein, and 
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of competing successfully with any and all foreign-produced aircraft, 
whether utilized in common carriage or in specialized charter oper- 
ations. 

I believe that private enterprise is fully capable of making these 
aircraft available on a timely basis, assuming a reasonable degree of 
encouragement and cooperation on the part ‘of the Federal Govern- 
ment. I am convinced that the effectual development of a vigorous 
and healthy aircargo industry can and should be brought about with- 
out reliance upon Federal funds. 

I believe that our Government can hasten the realization of our 

national airlift objectives by encouraging the adoption of a standard, 
common-use cargo-handling system, by making an objective deter- 
mination of the aircargo m: arket t potential, both domestic and foreign, 
and by creating a favorable climate in which private enterprise can 
operate to develop both the necessary equipment and the potential 
market with the competence and vigor which are its traditional char- 
acteristics 

Senator Monroney. Thank you very much, Colonel Johnson, for 
your very helpful testimony and for your appearance here before this 
committee. 

Mr. Casry. Now, Mr. Chairman, I am almost to a close. 

If I might, I would like to quote the conversation I had with Mr. 
Clyde Pangborn who died several years ago, but who is the great 
aviator’ Sav viator, the first man to fly the Pacific, and one of the great 
immortals among aviators everywhere. 

He flew this pi: une, and I said: 


Can the engines be repaired from the inside? 

Mr. PANGRORN. The accessories can be serviced from inside in flight, and dur- 
ing cold months without working out in the breeze. 

Question. What about the lift of the plane? 


Answer. The body lift is about 30 percent of the total load lifted by the 
body. 


Question. How does that compare with a conventional body? 


Mr. PANGBORN. The conventional body does not lift at all. Some of them are 
just a drag and have no lift. 


Question. What does this look like, an Ugly Duckling? 

Mr. PANGsORN. No; it is just different. Some day I believe it will look very 
beautiful to people, and everybody will look back at the old conventional plane 
and say “I wonder why we flew those planes?” 

It is rather ironical that if Mr. Brunelli had remained in Canada, 
with Canadair, that he might well be selling his plane to Tiger Air- 
lines today instead of Can: idair selling them, “that is, under the 1 ‘egula- 
tion of the Canadian Government. 

Here he is in this country, an American citizen, with an American 
company, building a plane that many must be impressed with as being 

vastly superior to a conventional plane. and he “can’t get it off the 
ground. ” The Air Force says “We will buy your plane, we recognize 
its virtues, but build it.” He hasn’t got the money to build it. 

Nine manufacturers all over the country say “We are happy,” all 
these airplane manufacturers say “We will be glad to build this plane, 
but get the orders.” What we need is money. “Some such provision as 
it contained in this bill, Mr. C hairman, is what is needed. 

This airplane, so badly needed by this country, and by the aircargo 
industry, would be off the ground, and you would have aircraft manu- 
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facturers in a period of prosperity instead of dwindling off as they are 
now. 

Thank you. 

Senator Monroney. In other words, our problem is the old question 
of which comes first, the hen or the egg? You cannot have the air- 
cargo unless you have a plane that has a low-cost capability, and you 
cannnot have the low-cost capability plane unless the cargo is there. 
With diversion of MATS traffic, with the elevation into the air of first- 
class mail, with the Government-guaranteed loans, you will help to 
solve this riddle of which comes first, but you are going to have to 
both come first if you are going to be able to m: ake a breakthrough, 
the technical knowledge of which is now here, and waits only for the 
courage to go forward. Is that correct? 

Mr. Casry. I think that is absolutely correct. 

Senator Monronery. Without a market that would be broader than 
the present market in prospect, that no one has testified, by our greatest 
aircraft companies, airframe companies, or even those designers who 
have planes they feel are even a greater breakthrough in aerody namics, 

cannot hope to find that market unless something can be done to 
make it easier in orderto buy. Isthat correct? 

Mr. Casey. I agree with that thoroughly, Mr. Chairman. 

Senator Monronry. And that the insured loan basis is not a subsidy, 
merely an extension to what is built up in Detroit and its surroundings, 
the greatest industry I guess in the United States in the automobile 
field, because by any easy payment plan people have been able to come 
into possession of transportation they never dreamed of having a few 
years ago when it required “cash on the barrelhead” to even drive out 
with a model T Ford. 

Mr. Casey. I think it well may be that within the next 5 years we 
will have great need of a great many cargo airplanes, and if some- 
thing such as the Monrone y bill is not passed, and if it is left to 
private enterprise, we won’t be able to fill that need, and the country 
will be in dire straites. 

Senator Monroney. It does have a very definite and important 
relationship to our national defense posture, isn’t that right? 

Mr. Casey. I think so. 

Senator Monronry. Thank you very much, Mr. Casey, and your 
able associates, for giving the committee the benefit of their views on 
this legislation, and telling us about the characteristics and designs 
of this plane. 

The committee will stand in recess until 10 o’clock tomorrow morn- 
ing, when our last witness, Mr. Dwight Taylor, vice president of 
American airlines will appear. 

(Whereupon, at 4:41 p.m., the subcommittee was recessed, to re- 
convene at 10 a.m., Thursday, February 18, 1960.) 

(The following statement was submitted for the record :) 


STATEMENT BY VINCENT J. BURNELLI BEFORE THE SUBCOMMITTEE ON AVIATION 
OF THE SENATE COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE 


My name is Vincent J. Burnelli. I have been engaged in the aviation business 
since 1914 in various capacities as chief engineer, factory superintendent, gen- 
eral manager, and as an officer in several aviation companies. 

While so engaged I have conceived, designed, developed, and refined the Pur- 
nelli lifting-body design of aircraft and through the practical means of con- 
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structing seven aircraft, have reduced to practice a new trend of aircraft design. 
It provides the desired aerodynamic advancement to meet the growing demands 
of air transportation for increased safety, speed, and space. It particularly 
fits the requirement of an aircargo aircraft, so urgently needed at this time. 

The lifting-body design is based on the all-wing principle (an airfoil section 
with cargo space within and multiengines at the entering edge) concerning 
which our extensive patent properties relate. 

This program was begun with the RB-1 which incorporated the fundamentals 
of the future giant flying wing airplane, in part, by using a central airfoil body 
element with complementary supporting area. This permitted the founding of 
engineering and construction values with control and stability qualities on a 
preliminary test basis. 

Enlargement in span and capacity would consequently permit usual wing 
proportions for the entire span, to provide required thickness to enclose power- 
plant, useful load and other exposed elements within the lifting structure, with 
propellers directly forward. Thereby, with giant machines, the power required 
to overcome parasite resistance is saved and the load distributed over the span 
with consequent weight reduction. 

In applying this principle to transport design of present size, the compromise 
now employed combines suitable accommodations with high aerodynamic effi- 
ciency. Excess chord and thickness are used for the center wing section with 
normal high efficiency sections for required wing surface. 

The production application of this design, incorporating the stressed skin 
construction developed with the UB—20, will assist the economical advancement 
of air transport design and construction. In operation, it will achieve the high 
aerodynamic efficiency of the finest single engine design combined with the 
greater power reliability and required size increase of the nacelle type. Other 
desirable safety, structural and accommodation advantages are a direct result. 
The accessibility and ability of the duplex power installation, to permit satis- 
factory single engine flight, is a main design feature. 

From this conception, and applying the realistic instead of the theoretical 
approach, a series of eight aircraft of the lifting body principle were built. 
Each included some features of its predecessor and each contained features 
which contributed to the advancement of the aviation art. They were the: 

RB-1: Built in 1920, was a 30-passenger, S00-horsepower aircraft was the 
pioneer of the flying wing design. It was credited by the Smithsonian Institute 
as the first design to employ an airfoil section fuselage containing cargo at the 
center of gravity and propellers installed forward of the leading edge. 

RB-2 Built in 1924 as the first air freighter in the world. It was one of the 
world’s first metal covered transport aircraft. It flew on tour with an auto- 
mobile in the showroom body for the Hudson Motor Co. It also flew other types 
of bulk cargo to demonstrate the possibility of airfreight. It had a total of 1,100 
horsepower. 

CB-16: Built in 1927 for P. W. Chapman, president of the United States Lines. 
This aircraft had 1,300 horsepower. It was the first multiengine airplane in 
the world with retractable landing gear. It was an all metal airplane with a 16— 
passenger capacity. It also was the first twin-motored design to demonstrate 
single engine capability at design gross weight. Prior to this it was considered 
only possible to maintain one engine out flight with trimotored airplanes. 

UB-20: Built in 1929, had 1,600 horsepower, and carried 20 passengers. This 
airplane had the first flat stressed-skin construction applied to a large airplane 
in America, replacing the corregated metal of that period. This airplane was 
extensively demonstrated carrying a Ford automobile below to indicate military 
logistic possibilities for the transport of bulky equipment. 

UB-14: Built in 1933 for 14 passengers and 1 ton of cargo, it had 1,350 horse- 
power. It was the first high-speed design of that pericd employing radial 
air-cooled engines. Its speed was 220 miles per hour. It was the first large 
transport equipped with wing flaps. This aircraft inadvertently demonstrated 
the high degree of safety inherent in this design, when through an assembly 
personnel error the airplane crashed. It hit wing first and tumbled over twice 
tearing off the wings, one engine and the full tail assembly. It came to rest on 
its belly, with no fire, and not a piece of glass broken in the body. The crew 
and two passengers were still in their respective positions, slightly amazed but 
unhurt. I believe that if this configuration of aircraft were in general use 
today that many lives would be saved in air accidents. 
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UB-16: Built in 1936 for 16 passengers and 1 ton of cargo with 1,500 horse- 
power. This airplane was an improvement of the UB-14. It contained the first 
hydraulic landing gear struts put to use in transport aircraft. It was used in 
international traffic out of Miami, Fla., to South America during World War II 
by TACA. After the war it was used for 3 years in cargo service between 
Miami and Honduras. 

CO-1: Built in 1939 by Cunliffe Owen to British specifications. It was a 
model of the UB-16. It had 1,400 horsepower and carried 16 passengers and it 
was fully licensed for airline operations by the British Air Ministry. It con- 
tained the first high lift wing flaps ever installed on a multiengine aircraft. It 
was used throughout World War II by General de Gaulle, and after that in 
airline service between Cairo, Egypt, and Lebanon. 

CBY-1: Built in 1946 under license by the Canadian Car & Foundry Co., Ltd. 
It was built as a combination passenger and cargo airplane, with a partition 
separating the two compartments. It was licensed by the Canadian Department 
of Transportation for service load of 24 passengers and 2 tons of cargo. It 
received a rigorous service test through its use by the Canadian Pacific Railway 
to haul equipment for Timmons mine operations in Labrador, using unprepared 
fields under the most severe conditions. 

This airplane now known as the Loadmaster I is now the property of the 
Ballard Aircraft Corp., and is parked on Friendship Airport in Baltimore, Md. 

Loadmaster I is the CBY-—1 with horsepower increased to 2,900 horsepower, 
Through testing and actual usage, Air Line Pilots Association test, and Wright 
Field recommendations, we have redesigned the Loadmaster into an advanced 
all-cargo airplane. In doing so we have not compromised the structure or the 
aerodynamic qualities of the airplane. This then permits the use, after a limited 
amount of engineering and redesign, of the manufacturing drawings in our 
possession to start manufacture of a modern all-cargo airplane immediately. 
This airplane will be known as the Loadmaster II. Its performance and con- 
figuration meets the design and performance standards of the Army for an all- 
purpose aircraft, and for MATS Logair standards in the 15,000-pound payload 
class as to configuration and performance. It can be converted to military use 
without modification of the structure and minor change in the cabin arrange- 
ments, and in a few hours. 

We are continuing research into design of aircraft of higher gross weights 
and have ready basic designs in the 30,000-pound and 60,000-pound payload 
classes. 

The research and development of this design has been carried on by me person- 
ally, interested associates, and corporations with which I have been associated, 
with private financing. The Government has not contributed in any way to the 
development of this advanced aircargo design. 

Because it is not a new idea but one which has survived the rigors of experi- 
ment and skepticism covering more than half the history of modern aviation, the 
potential of this design should not be overlooked by your committee as a solution 
to the problem of the development of a workhorse aircraft meeting both the needs 
of commercial and military aviation. 

It is interesting to note that the Loadmaster I has been researched and de- 
veloped without costing the Government one penny. It never could have been 
done under present U.S. policy which seriously inhibits research and development, 
because the military first must have a “requirement” for funds which can justify 
an appropriation by Congress. It ought to be the other way around. It ought to 
be as the Russians are doing it—by determining what science and engineering 
can produce and then finding a reasonable military use for the discovery after- 
ward. It is under the latter system that we are seeing the buildup of Russian 
airpower. Their military strategists no longer isolate civilian transports from 
military operations. 

The Soviets understand, as we should, that a strong civilian air transport sys- 
tem will provide essential military strength, stimulate internal economic develop- 
ment, serve as a means of economic penetration in other countries and as a 
propaganda weapon of enormous influence. 

The Russians are successfully penetrating the underdeveloped regions in the 
Middle East, the Far East, and Africa. They are doing it with cargo aircraft 
which can operate off dirt or grass runways, and do not require the $1,000-per-foot 
concrete runways that are needed by almost all of the western planes but not 


by my Loadmaster I. My plane is built to work in and out of grass fields and 
dirt runways. 
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When the Arab or African or Asian sees a cargo transport plane landing in a 
clearing, that is something for him to see—to feel—to use and remember. Will 
these people of the backward nations be served by Moscow-made equipment? The 
answer is yes, unless we stop concentrating all our efforts on building planes for 
more luxury for U.S. passengers. 

It is unfortunate that, at the present time, if you want to buy a cargo airplane, 
you have to go to Canada or England or Russia. The U.S. manufacturers have 
none in production or even on the drawing boards. The Burnelli lifting body 
design in an airplane means that it can be manufactured inexpensively, that it 
ean be operated at 4 cents less per ton-mile, and that it can be operated on unim- 
proved fields, thus competing with anything the Russians can offer. If the cargo 
lines of this country had the money, they could operate this plane at a profit 
instead of operating obsolete equipment at a loss. In time of emergency, these 
planes could be quickly converted from civilian to military operations. 

Without this type of program, the military will not have available the necessary 
airlift to fight a limited war. I need not point out to this committee of U.S. Sena- 
tors the awful, tragic results of such a lack of airlift. 








GOVERNMENT GUARANTEE OF LOANS TO CERTAIN 
AIR CARRIERS 


THURSDAY, FEBRUARY 18, 1960 
U.S. SENATE, 


CoMMITTEE ON INTERSTATE AND ForREIGN COMMERCE, 
SUBCOMMITTEE ON AVIATION, 
Washington, D.C. 

The subcommittee met at 10:30 a.m., in room 6200, New Senate Of- 
fice Building, Hon. A. S. Mike Monroney presiding. 

Senator Monronery. The Subcommittee on Aviation will resume its 
hearings on bill S. 2774. We are honored today to have Mr. Dwight 
Taylor, vice president of American Airlines, one of the pioneer air- 
line companies, and also a pioneer company in air freight. 


We are glad to have you here, Mr. Taylor, and we wish you would 
proceed in your own way. 


STATEMENT OF DWIGHT D. TAYLOR, VICE PRESIDENT, 
AMERICAN AIRLINES 


Mr. Tayvor. Thank you, Senator. 

My name is Dwight Taylor. I am a vice president of American 
Airlines. 

We appreciate the opportunity to comment on S. 2774 and would 
like at the outset to explain why we are interested in this bill. 


BACKGROUND OF AMERICAN’S INTEREST IN AIR CARGO 


American Airlines is the leading carrier of airfreight in the United 
States. The company originated commercial airfreight in 1944. As it 
has in almost every year since then, it carries more airfreight than any 
other domestic airline. We own and operate the largest all-cargo fleet 
of any airline engaged in common carriage: 10 DC-6A all-cargo planes, 
and 5 DC-7F’s, the all-cargo conversion of the DC-7, with 5 more 7F’s 
coming by thissummer. We own 14 more DC-7’s, any or all of which 
we may convert, and we may retrofit some or all with turboprop 
engines. Much additional cargo lift is available in the holds of our 
passenger aircraft, particularly in the 707 jets which have 2 to 4 times 
the cargo bin capacity of our piston-engine passenger planes. 

We give direct cargo service to all 64 cities on our system, and direct 
all-cargo aireraft service to 18 of these. 

And that is more than any other airline does. 

The company has pioneered a number of important developments— 
the first airfreight tariff; the first transcontinental all-cargo service 
in all-cargo aircraft (1943); the first such service with a 4-engine 
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plane (DC-4, 1946); the first of the domestic passenger trunklines 
to order the all-cargo DC-6A; the first with the DC-7F. Equipment 
leadership has been one of the principal aims of the company. 

Also, we introduced high lift trucks to expedite ground handling 
(1948), and the 2,000-pound capacity Bunyan box, a large aluminum 
box for preloading small items, thus reducing loading and unloading 
at the aircraft to the Bunyan box itself. We filed the first deferred 
airfreight tariff. which cut rates in half, and since 1955 have oper- 
ated a comprehensive consultant service to promote airfreight as a 
modern substitute for costly warehousing and inventory. 

Thus freight is no mere byproduct to us. We have put major effort 
into it for almost 20 years, and feel we have done much to develop 
airfreight. 

The efforts have been gratifying. From 1945 through 1959 our 
freight revenues have risen from only $967,000 to some $22 to $23 
million, and ton-miles from about 1,900,000 to 103 million-plus, an 
increase of 5,189.5 percent. 

As a current comparison, for 1954 through 1959, our freight ton- 
miles rose from 56 million to 100,500,000, an increase of 79.5 percent. 
This is some 20 times greater than the national average of industrial 
growth. By contrast, our revenue passenger miles rose from 3,455 
million to 5,021 million, an increase of 45 percent. Thus our freight 
business is growing enormously, and much faster than our passenger 
business. 

Senator Scuorrret. Mr. Chairman. 

Mr. Taylor, would you mind having us ask questions, or would 
you prefer to finish your statement ? 

Mr. Taytor. Just as you wish, Senator. 

Senator ScHorpre.. I have one question here, since you have gone 
into the increase in your freight, as well as your passenger, primarily 
about the rates. I think in these hearings we have had some state- 
ments as to the small percentage of the intercity freight traffic that 
moves by air. What about the statement that one-tenth of 1 percent 
of intercity freight moved by air? 

I ask that in relation to this statement which you have just made 
here about your increase in your freight traffic. 

Mr. Taytor. Well, Senator, I know that that figure was presented 
to the committee, and as with any raw statistic which is presented 
without giving the complete significance of it, it can be very trouble- 
some to you, and I understand how it might well be in this case. I 
think that that is like playing one inning of a ball game and saying 
you had a ball game. 

In the first place, the great bulk of freight that moves today, and 
is going to be moving in the future, consists of coal, oil, ores, and 
things of that nature, which are never going to be carried on air- 
planes, at least not within our lifetime. 

In the second place, it neglects the fact that we will probably never 
invade freight markets less than 600 miles in length, a I would refer 
you to, oh, I think several publications, in which Professor Brewer, 
who testified here yesterday, has said precisely that. 

Actually, I think I have a couple of things I could quote on that 
point. 
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Senator Scnorpret. I didn’t want to break into the continuity of 
your statement, but I do recall the statement was made as to that small 
amount. I wondered what the relationship was to the experience of 
your company. 

Mr. Tayvor. Here is one thing Professor Brewer says: 


Freight will be fed in and distributed by motortrucks to distances up to 500 
miles. 


I know he has used a figure of 600. As a matter of fact, he says— 


High value commodities that move more than 600 miles are prime candidates 
for air transportation. 
Here is the real nub of it, though, this is again a quotation from Pro- 
fessor Brewer. This is from a publication called “Impact of Air 
Cargo,” which was prepared by Professor Brewer for the Stanford 
Research Institute, which is certainly one of the absolutely top re- 
search organizations in the United States, and which I think deserves 
a great deal of credibility from the committee. He says as follows: 

Although railroads, trucklines, and ocean shipping will feel the competition, 


aircargo in 1975 will still account for less than 1 percent of total domestic and 
U.S.-foreign movement. 


Continuing at another point in that same study he says— 


Aircargo’s share will rise to a little less than 1 percent by 1975. Although air- 
shipments will grow rapidly and be of significance in themselves, surface trans- 
portation will still handle more than 99 percent of both domestic and interna- 


tional freight movement. 

And to come up here and offer you one little figure out of thin air 
is well calculated to give an entirely incorrect picture of the prospects. 

Senator Scuorrre,. Thank you. 

Mr. Taytor. I might add, as a parenthetical remark, that the pic- 
ture of growth on the part of American Airlines in the freight busi- 
ness, Which I have tried to give just a thumbnail sketch of, is paralelled 
in the industry. Here are some figures for the industry as a whole, 
the source being a publication called “Air Transport Facts and 
Figures,” the 1959 edition, which is published by the Air Transport 
Association. In 1939, the freight ton-miles for the industry, in- 
cluding domestic passenger trunklines, local service carriers, terri- 
torial—all these figures include these, where appropriate—helicopter, 
international and oversea, Alaskan, all-cargo, and most of this con- 
sisting, of course, of the passenger trunklines, the all-cargo and the 
international and oversea carriers, were 2,713,000 ton-miles. In other 
words, a little under 3 million. 

Senator Monroney. 1939? 

Mr. Taytor. 1939, sir. I can give you some other figures, but here 
is the point. By 1958 this figure had risen to above 500 million. It 
had gone from less than 3 million to to over 500 million. That is the 
industry asa whole. This isn’t just American Airlines. 

Senator Monroney. 1958? 

Mr. Taywor. Yes, sir. And the figure for 1959 would be propor- 
tionately higher, Senator. I think you would assume a growth of 
somewhere between 10 and 15 percent. You can take your choice in 
that range. 

On the way here with the other figures, 1949, I will go slowly if you 
would like to make notes on it, Senator. 
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Senator Monroney. No, that is all right. 

Mr. Taytor. 1949, it had attained 113 million ton-miles; by 1955, 
383 million ton-miles; 1956, just over 450 million ton-miles; by 1957, 
close to the figure for 1958. 

Now, to continue with the prepared statement : 


AMERICAN STRONGLY ENDORSES THE OBJECTIVES OF S. 2774 


With this as background, I would like to turn to S. 2774. 

The stated objectives of the bill—strengthening of civil aviation and 
better providing for the national defense—are excellent and we en- 
dorse them 100 percent. 

The real quetsion is whether or not the method proposed by this 
legislation is the method most likely to bring success, and we would 
like to discuss this with the committee today. 





RECOMMENDATIONS FOR ACCOMPLISHING THE OBJECTIVES OF S. 2774 


If an efficient airplane should be developed for the transportation 
of aircargo, there would be two customers: (1) The military force, 
which needs to modernize its fleet; (2) the civilian carriers, who would 
purchase airplanes if they had reasonable opportunity for profit. 

The most solid program to bring this ieee would be to appro- 
priate funds for the modernization of the military fleet, predicated 
on no spending until an effective airplane is developed. There could 
be a military competition among the manufacturers, for the develop- 
ment of the most efficient type. The type selected would bring about 
an order, from the military force, for a number of new airplanes. That 
would insure the development of the airplane (assuming that the type 
would be useful to both the military and civilian users). Military 
competition is a very usual way of doing business; it has been used for 
fighters, bombers, and other types. 

An arrangement could be made with the successful manufacturer, 
whose type was selected and who secured the military order, that on 
subsequent orders for aircraft to be delivered to civilian users a roy- 
alty would be paid on the basic design, thus permitting the Govern- 
ment or the military force to recoup some of its development invest- 
ment. 

The transition from a military type to a civilian type is not an 
unusual procedure. The 707 stemmed in large part from the KC-135. 
All of the jets, of all types, stemmed from the military development 
in jet aerodynamics. Were it not for the prior investment of the 
Government in jet fighters and jet bombers, there would have been 
no jet transport because neither the airlines nor the manufacturers 
could have afforded so large an exploratory investment. 

We are very much in favor of this program, and we would recom- 
mend it on this basis: 

(1) A policy determination that the Government will purchase a 
reasonable number of military transports, provided the type will meet 
the specified needs of the service; 

(2) A competition among the manufacturers to develop the appro- 
priate type; 

(3) The selection of an appropriate type and a specific order from 
the military services to the extent of its needs; 
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(4) An arrangement which will readily permit the military type to 
be converted into a suitable civilian type. (Some of this could be 
worked out by a blending of the military specifications and the civilian 
spec ifications. ) 

(5) To the extent one late, an arrangement by which the man- 
ufacturers would pay the Government a royalty on planes sold to the 
civilian line. 

I might just remind the committee, if I may take that privilege, of 
some of the statements that have been made by gentlemen who have 
appeared here before me. Mr. McGuire, of the Department of De- 
fense, said in these hearings, regardless of a guaranteed program, the 


Department of Defense must still spend money on research and devel- 
opment anyway. 


Mr. Donald ‘Doug: as said: 


The great amount of money spent by the military year after year in the develop- 
ment of equipment is certainly the technical background for commercial devel- 
opments. 

Mr. McGuire also testified that to the extent commercial carriers 
benefit from the Department of Defense research and development 
expenditures, the Department will expect the airline industry to con- 
tribute to researe rm and development costs. That is right in line with 
the proposal we are making here. 

Here is an interesting quotation from Mr. John Leslie. who is one 
of the most highly respected and highly regarded men in this indus- 
try, and one of the highest oflicers of Pan American Airways. This 
was in his presentation to the Civil Aeronautics Board on the subject 


of industry comments on the guarantee loan proposal, September 1, 
L959: 


You would be hard pressed to name any transport airplane in the last 30 
years in this country that hasn’t had its genesis in a very large amount of 
Government research and development. Whether it is an ACA or whether 
it is the wing for the XNB—-15, or the engine for the NYZ, every transport air- 
plane, with maybe one or two exceptions, has had Government support in the 
research and development. 

John Leslie is not a new man at this business, he has been in it for 
25 or 50 years. 


LOAN GUARANTEES 


We do not believe guaranteed loans will bring about the desired 
national objectives or that they are necessary. The problem is not 
one of financing. It is lack of a low operating cost cargo system, 
including an air pl: ine which the air leas will want ‘to buy. 

Once a good enough plane is available, credit. will be available to 
companies with a good business record to buy it because there will be 
convincing evidence that. it will operate profit: ibly and lending insti- 
tutions will thus have the normal business assurance of repayment of 
their loan. 

This should be particularly true as to a cargo plane, because to this 
normal business assurance will be added the speical factor of the 
opening of new aircargo markets. 

Professor Brewer, for instance, has stated in his studies that. the 
uircargo market is going to increase 40 times by 1975. 
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And when we talk about a system, let me just ad lib something. 
The system is not available yet. It involves mechanized terminals, it 
involves mechanized loading facilities, and it is probably going to 
mean that those facilities should fit all wirplanes. It involves proces- 
sing and distribution costs. It involves automation as to them, and 
application of new electronic techniques, and we haven't even gotten 
u good start on that in the cargo field. In fact, the first start along 
that line that really is a big one is one that American Airlines has 
started—and IT am not trying to be boastful there, I am just trying 
to tell the faets—the project. we designate in our company as Project 
Sabre, which involves an electronic reservation system for our pas- 
senger handlings, which will within a second or 2 seconds at any point 
on our system “tell you when you can get on a flight from Dayton 
to Chicago, or anywhere else on our system, 6 months or a year from 
how. 

Now, it is going to take, I think, somewhere bet ween 2 and 3 years 
to get that system fully developed. 1 am not familiar with it in 
detail. I only know the long-range purpose of it, and the general 
type of thing it is. It is a complicated IBM electronic device. We 
don't even know exactly yet how this can be fitted into the cargo 
business, but it has to be, something like that has to be. 

As an example of what the mechanized loading involves, here is a 
figure that may startle some of you gentlemen as much as it startled 
me. We figure now that it takes a half-hour to load 10,000 pounds 
into» DC-6A. The present method is doing it by hand—a half hour 
for 10,000 pounds. It will take 3 hours to put that into a cargo jet 
by the present methods. You cut the flying time in half, and you 
increase your loading time by six times. It doesn’t make sense. 
You've got to have both a system and an airplane. 





GUARANTEES MAY HARM THE INDUSTRY AND DEFEAT THE OBJECTIVES OF 
8S. 2774 


First, passage of S. 2774 might lead Congress to feel that it had 

dealt. adequately with the aircargo situation, and consequently put 
aside, perhaps for several years, ‘effective steps in research and de- 
velopment which are necessary to encourage aircargo. 

Second, if guarantees help finance anything, we believe it will be 
interim aircraft, instead of aircraft good enough to assure profitable 
operation and sound growth of the industr y. 

Third, guaranteed loans project the Government into a new area 

of the air transport business which does not now receive subsidy or 
require subsidy. We feel that the objective should be that the in- 
dustry continue to move away from subsidy and Government. depend- 
ence as it has for some time. And we are very much concerned about 
a move back in the opposite direction when the consequences might 
lead eventually to a similar application to all of the business of air 
transportation. 

Fourth, guarantees to some carriers can prejudice the other car- 
riers without guarantees and as a consequence adversely affects the 
public. 
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Senator, [ think this is a particularly important point, and I don’t 
know that very much of this has really been brought out before. 
— examples might be: 

. Route cases: As a hypothetical case, assume competitive applica- 
i for the same route by different airlines—this happens all the 
time, as we know—one of which has a loan guaranteed by the Gov- 
ernment. Would it be impossible for the C AB wholly to eliminate 
from its thinking a natural desire to make a loan pay out, which the 
Board itself has guaranteed 7 

(There was no such question as to the local service guarantee leg- 
islation in 1957. Each of the local service carriers is virtually a 
regional monopoly and has little direct competition with other 
airlines. ) 

[ would like to emphasize for both of you gentlemen that American 
did not in any way oppose the legislation of 1957 to provide guar- 
antees for the local service carriers, and we have cooperated with the 
local service carriers all through their history, and I think if you 
check with representatives of that industry you will find that we have 
a very creditable record in that respect. 

Certificate renewals: Would not guarantees of loans to a carrier, 
prior to a decision of a case in which extension of its certificate was 
the issue, practically prejudge a decision and commit the Board to 
extend the certificate, even if the evidence should indicate that the 
certificate should not be renewed ¢ 

I might add in that connection that you have to think about the 
size of the guarantee that would lead to this kind of a commitment. 
You have heard testimony from Mr. Douglas of Douglas Aircraft, 
that we are talking about airplanes that are going to cost in the 
neighborhood of 88 million. None of the carriers favoring legislation 
have come in here and said “I am going to buy just one of them.” 
There is a lot of money going to be involved in this commitment. 

(There was no such question as to the local service guarantee legis- 
lation because all the local service carriers had permanent certifi- 
cates. ) 

3. Rate cases: Again as a hypothetical example, suppose American 
wants to reduce aircargo rates, but a carrier which has received a 
guaranteed loan objects. What does the Board do / 

To take that out of the realm of the hypothetical, let’s talk about 
asimple problem in the reduction of freight rates and the expansion 
of the cargo market in the last dozen years. In 1948, the Civil Aero- 
nautics Board put into effect a minimum rate order, and we haven't 
been able to take rates down below that since that time, although we 
have wanted to do it, and although American Airlines has done more 
to reduce rates than anybody. In 1955 we had to go through 8 
months—8 months—of hearings to cut freight rates in half by the 
technique of a deferred airfreight tariff. I won't go into who it was 
that opposed us at that time. 


ADVANTAGES OR DISADVANTAGES TO THE GOVERNMENT 


In addition to the question of the effect of Government loans on 
the air transport industry, there is, of course, the very important ques- 
tion of whether such a program would be helpful or harmful from 
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the Government’s standpoint. I do not presume to discuss this ques- 
tion in all of its details but there are a few considerations which I 
would like to call to the attention of the commitee. 

First, the availability of loans would not, in our opinion, encourage 
the purchase of any appreciable number of the type of cargo airer: aft 
now available. The primary consideration in the pure hase of any 
airplane has to be the economy of its operation. To illustrate this, 
1 would point out that our aircraft acquisition costs—that is, deprecia- 
tion—customarily account for less than 10 percent of total cost and 
that the financing cost is only a small fraction of that. 

And as a matter of fact, I believe in the record you have several 
statements by the manufacturers who put the figure at even less than 
10 percent. Ithink they used 7 percent. 

Second, there would be a sizable exposure of the Government to 
potential loss. 

I might add that is not resolved from the Government’s point of 
view by saying you are going to have such a fine urpl ine here that 
the Government’ will just inherit the moon, because if it were such a 
fine airplane the carrier that has it wouldn't have run into the red 
and gone into default as a result of operating it. Furthermore, so 
far as having that ainplano as security on the loan is concerned, 
would like to call this to the committee's attention for its considera- 
tion. 

If you are really talking about security for your guarantee of the 
loan, I think you have to be talking about what that security is worth 
in dollars, and if you can find anyt hing except uranium stocks that 
have fluctuated more in value than used aircraft—well, I just don't 
think you can. That is an extreme example, but the used aircraft 
prices have jumped all over the lot, and they are way, way, way below 
what the planes were worth new, just 6 years after they were new. 

I have the going market prices and the original cost prices on some 
10 or 12 of the main airplanes in use in this country in recent years, 
and if you are interested I can pursue this point for you. 

Senator Monroney. | think I would be interested in that particular 
point. I believe that up until the recent innovation of the new jets 
and turboprops, both of which are passenger-carrying planes, that the 
fluctuation in value of older planes favored the airlines. I recall that 
bonuses were being paid consistently through the various years for 
these older aircraft but with the vast reequipment of modern low- 
cost planes with high-load capacity then your old planes did drop in 
value. But they were consistently high until the introduction of the 
new jets and the turboprops: is that a correct statement ? 

Mr. Tayuor. The heart of your point I think, Senator, is for a 
while we were making a profit on the resale of our planes; isn’t that 
it 4 

Senator Monroney. Some airlines were making so much of it that 
Congress was even asked to pass a capital gains provision so they 
could take advantage of it, which we did. 

So you have a fluctuation upward and then with the brand new 
innovation of a low-cost plane with heavy carrying capacity, then 
obviously your older craft is going to depreciate r apidly. 

Mr. Tayior. That is exactly what will h: uppen, In our opinion, Sen- 
ator, on the planes that are being talked about as the new cargo planes 
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now, because they will be interim aircraft. To some extent they will 
be outmoded by new planes coming along approximately mn 1965, give 
or take a year. The value on those planes will probably vo right 
down, and I suppose—although I am certainly no financial man—that 
the point of view which the Government would have to take, if it is 
really talking about having a sound security behind its guar: or 8% is 
that it has to have a guarantee which does not jump all over the lot 
in value. It is not really trying to speculate and make money on 
these arpl: ines, in the hope it will recoup them and sell them at a big 
profit. That is not the purpose of the bill for the Government at 
all. They want to be sure they are protected on their investment, 
and what that requires is something which will have a stable, constant, 
and reliable value, rather than one that moves up and down. 

Now, the Viscount, for instance, is a reasonably new airplane, Sen 
ator. I take that only because I do not want to rely, to make my 
point, on planes that are old. That is one of the newest which is i 
actually being err off as a part of the reequipment program. I do 
not know whether Capital got that 5 years ago or 4 years ago, but it 
isin that range. New, it cost somewhat above $1 million. Today the 
market price on the Viscount, according to the Aviation Daily, just 
about last week, is down to $500,000, and if it is $500,000 today, it is 
going to be less than that by the end of this year, I am quite sure. 

Third, to return to our statement, guarantees start the Government 
down a road that has no end. In the maritime field they began at 
) percent. Congress later made them 100 percent. The Congress 
is now considering legislation to permit the Government to pay the 
lender directly when the borrower is delinquent 

The local service carriers, or some of them at least, have proposed 
that the $5 million guarantee limit be raised to $10 million. 

Fourth, the possibilities do not preclude that of the Government 
being forced into the cargo business in order to protect its investment. 


CONCLUSION 


[i summary, our conclusion is as follows: 

There is, we believe, inadequate evidence available on which to base 
a conclusion that a Government guaranteed loan program would 
actually produce the airplane desired. 

The Government procurement program, outlined earlier, will pro- 
duce the airplane and should provide the military with the type 
needs. 

I might add there are a number of carriers who in their letters to 
the CAB last fall in response to Mr. Durfee’s request for comments 
on the "aarp proposal, or in the oral presentations they made on 
September 1 to the CAB, gave definite support to the idea of re- 
search and dle ‘ve mone expenditures. 

The production of a civilian type of that airplane will produce 
an airplane which will ht ate with greater economy. 

If that is correct, then, on the basis of historical experience the 
carriers will be able to finance their purchases. If that does not 
turn out to be true, due to any particular quirk of the financial market 
at that time, Government-guaranteed loans can then be considered. 

In effect, we feel, we have something of the cart before the horse. 
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We are considering methods of providing for capital funds for the 
purchase of a cargo plane, but we have in this legislation no methods 
which will assure that such a plane will even be for sale. 

We are grateful to the subcommittee and wish to express our 
thanks to the chairman for his long-continued eiforts to help create 
an adequate defense lift and to assist in development of the air trans- 
port business. We hope this subcommittee will feel justified in givy- 
ing consideration to the recommendations we have advanced. 

Senator Monroney. Thank you very much, Mr. Taylor; L publicly 
apologize for the lateness in starting the hearing. The chairmen and 
one of the members had to be present at the Democratic policy com 
mittee meeting, and the other member, although here early, had to 
remain in contact with his office. 

Mr. Taytor. That is thoughtful of you to say that, Senator; but 
it was no problem. 

Senator Monroney. It seems to me in the consideration of develop 
ment of aircargo, in which you certainly have taken leadership, that 
sometimes percentage figures such as the one you quote can be just a 
bit misleading when we say it has grown, as you do, to the extent of 
5,189.5 percent. It seems like an almost staggering figure. But 
taking your figures, if my arithmetic is correct, you had a base in 1945 
of 1,900,000 ton-miles. Since you say your freight has to run over 
700 miles to be profitable, for a minimum haul, t: aking a base of 1,000 
mile shipment of cargo, which I think could be considered an aver 
age, then in that year you were lifting 2,000 tons total for the year, 
which, if you figured on a 350-day yea re lhninating the holidays, you 
would be lifting 6 tons a day; so this is the base on which the 5,600 
percent increase would be figured. 

Taking the present volume at 100,500 million ton-miles, would re- 
duce on a thousand-mile trip, that at that time in 1959 you moved 
100,000 tons. 

Mr. Tayrtor. What was your figure for 1945, Senator 

Senator Monroney. 1945 5, per day, I come out w 4 6 ton 

Mr. Taytor. How many, sir? 

Senator Monroney. Six tons. 

Mr. Tayior. Six tons. That is 1945. What is your figure for 
now ? 

Senator Monroney. I am taking your ton-mile and reducing it toa 
trip of 1,000 miles. 

Mr. Tayior. I think I see how you are doing it, yes. 

Senator Monronery. That comes up to 2,000 tons, divided by 550, 
and eliminating some of the holidays to make the arithmetic easier, | 
might say, I come up with 6 tons per day base. 

Mr. Taytor. That is for 1945. What do you get for 19597 

Senator Monroney. 1959, I get, on 100,500 million-ton-mile base, 
[ come up with 100,000 tons on a 1,000-mile haul, or dividing it again 
hy 350, I come up with 2 70 tons per day lift. 

Mr. Taytor. So it goes from 6 to 270, right / 

Senator Monroney. Yes, from 6 to 270 tons as the estimated total 
daily lift. Going for all of the aircargo of the world, which T believe 
you identified in the quotations from “1939, 1949, and 1958, you gave 
us a base of total ton-miles for the world of 2,713,000 ton-miles. That 
would reduce for a thousand-mile trip, to a total world cargo capacity 
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hase of 1939 of 2,713 tons, and you can reduce that if you wish to the 
daily figure of dividing it by the same quotient, which would be some- 
where in the neighborhood of about 80 tons world movement in 1939. 

In 1949, you gave us a figure of 118 million tons, which would re- 
duce on the 1,000-mile trip to an actual movement of 113,000 tons. 
Reducing that to daily, it would be a lift of under about 400 tons. 

Mr. Tayror. 4004 

Senator Monronry. Yes. I am giving you a little margin there, 
because it is a little less than 400. 

Mr. Tayror. OK. 

Senator Monroney. Taking the peak of 1958, of 500 million ton- 
miles, you come out with 500,000 tons of movement at a thousand- 
mile range, or by the same quotient you have a world movement daily 
of only 1,430 tons for the whole wor ld in aircargo. 

Mr. Taytor. 1,430? 

Senator Monroney. Yes. 

Mr. Tayntor. Just to be sure I understand, Senator, because I am 
not very good at arithmetic, you take these figures, you knock off the 
last three zeroes, then you divide by 365. 

Senator Monroney. | am figuring shipments instead of ton-miles, 
approximating it is a thousand-mile movement, since you said it had 
to be over 700 to be economic. ‘Taking the world figure of 1939, then, 
you divide it by your daily trips and drop off your holidays, making 
about 350 days a year, and you have grown worldwide in aircargo 
from 2 total of 9 tons movement by this spectacular media of trans- 
portation, toa figure of only 1, 430 tonsa day. 

Mr. Taytor. 1939, I thought you originally said 80; am I wrong? 

Senator Monroney. Wait a minute. I have to find’ my arithmetic 
here, just ¢ amoment. The correct figure is eight. 

Mr. Taytor. Eight? 

Senator Monroney. Yes. 

Mr. ‘Taytor. So for the years 1939, 1949, and 1958, you have gone 
through these steps: Eight tons per day—— 

Senator Monroney. No; it is 9 tons per day in 1938, and you increase 
to 1,430 tons per day. That is worldwide. This is not domestic, this 
is the world. 

Mr. Tayior. 1939 figure is 9; 1949 the figure is 400; 1958, the 
figure is 1,450. 

Senator Monnoney. Yes. 

Mr. Taynor. OK. 

Sentor Monronry. What I am trying to point out by this is that 
tlthough the percentage of increase seems huge, in the actual tonnage 
compared with other media of transportation, there hasn’t been a spec- 
tacular growth tonwise, because we started with such a low base. And 
the moverment of even a small trunkline system probably would 
Ssurpi iss the total ton- niilerge of the world in moving by air. 

The point I am trying to get in focus is whether we are moving as 
much as we should be, whether we are penetrating the cargo market 
with this fast, new, and dynamic means of transportation. I, for one, 
feel there could be a great deal more developed. Every other form of 
transportation has orignated for passengers, whether you take the sail- 
ing clippers, or whether you take the covered Ww agons, or whether you 
take the v loam burning railroad, it was started for passengers, but 
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finally when the big money was made it went into the freight line, and 
then produced spectacular results. 

Could you give us what portion of your income of last year—of your 
gross revenues last year, was earned in passenger service, and how 
much was earned in cargo ¢ 

Mr. Taytor. Senator, I will do my best, and if I may, I would like 
to just offer a brief comment on the statement you just made. — Is that 
wl right? 

Senator Monroney. Yes. 

Mr. Taytor. I received a carbon copy, about the ninth copy of a 
press release, at 5:30 last mght on our 1959 figures, 1 will remember 
them as best I can for you, bel they are not. precise. 

I think the freight figures were about $22 million. They may have 
been about $23 million. It is right in that range. 

The total revenue figures for American for 1959 were about $373 
million, I think, give or take a couple million. 

The release did not state what number came from passenger reve- 
nues, What number came from freight, and what dollar figure came 
from mail. 

1 realize I ain not being 1,000 percent responsive to your question, 
because I don’t have all the figures. 

Senator Monronry. No; this is an approximation, this is what 1 
was trying to get. You are the leading commercial line in the freight 
business, in the cargo business, I believe your statement properly 
stated that. I am trying to get the ratio, because the ratio has been 
quite important to our studies of whether we are moving rapidly 
enough or with the right type of equipment, into the day of the air 
cargo age. That will be roughly 6 percent, would it not ¢ 

Mr. Taynor. I think that is just about on the button, Senator—six 
to seven. 

Senator Monronery. So the general 

Mr. Tayvor. The fraction is 1 to 17, something like that. 

Senator Monroney. About 1 out of 174 

Mr. Tayuor. I guess. 

Senator Monroney. This is the figure we have been using as to 
the all-certificated schedule airlines’ earnings, you see, so $1 out of 
S17 comes from cargo. 

Mr. Tayror. Right. 

Senator Monroney. And the movement upward, of course, in the 
passenger business is to be desired, and we are happy that it is there. 
It has eliminated subsidies from the trunklines that were so necessary 
during early years. For that reason we feel that perhaps there ts 
another great day coming when the boom in the aireargo business can 
be ve ‘re. The purpose of the bill is twofold: 

To move forward that breakthrough on the airecargo field ; 

9 To give us an auxiliary airlift, which in the state of the present 
fleet is certainly nonexistent. 

You have no all-cargo planes that were designed for uncompromised 
cargo planes on order 4 

Mr. Tayror. I am not sure what your approach to that point is, 
Senator. 

Senator Monroney. Do you have anything—let me put it this way— 
anything later than the DC-7F ? 
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Mr. Taytor. Not at the present time, Senator. The only reason for 
my hesitancy in answering your question immediately was that I am 
trying to be as precise as possible for you. The DC-6A was certainly 
designed specifically for cargo. It was an outgrowth, however, of 
the DC —6, as we all know. The DC-7-F is a conversion, obviously 
converted and designed specifically for cargo. Again, it was an 
outgrowth of the Douglas series of passenger planes, there is no ques- 
tion about that. We quite agree. Could I just go back to a couple of 
the other points you made before we lose them ? 

Senator Monroney. Yes, sir. 

Mr. Tayior. As to the point that you are getting at, as to the 
proportion that freight is of our total business: Of course, it is not in 
the same proportion as the passenger business at the present time, but 
I have got two studies by Professor Brewer right here which I could 
quote from until the “cows come home,” if you want me to, and Mr. 
Brewer has said that the freight business is going to increase 40 times 
by 1975. We expect a great increase, and it is entirely possible by that 
time freight may be just as important as passengers. 

You have to start somewhere, and as to your “point—that the figures, 
the base from which we are starting, for purposes of comparison, back 
in the early forties, issmall—you are absolutely right. I didn’t do that 
to just create a gigantic figure of growth. I did it just for the pur- 
pose of the statistical record, and I think there is a basic point you 
can’t escape in aircargo, which is really twofold: 

1. It has been growing like the dickens. It is like a baby 2 days old, 
he isn’t much, but by the time he is 15 he might be a pretty good basket- 
ball player. This stuff has been coming along at the same rate. Just 
as the fellow that is 15, suddenly may be an astrophysic ist. by the time 
he is 23, so in the next "few years if the forecast can be relied upon at 
all, your aircargo business may be a great big booming business. We 
sure hope it will. We do not disagree with your statement that it 
hasn’t been a gigantic business to date. Sure e, it hasn’t, everybody 
knows that. Weare just as anxious as you are to see it grow. 

Now, if I may, on the point—well, you weren’t making a point of it, 
I know—but just the question that arises as to the basis for our 
computation. We were using ton-miles, largely because that is the 

Senator Monronrey. ae is a good standard. 

Mr. Taytor. Well, it is a good standard, Senator. It is “the” 
standard on the bisis ‘lin it is used by the CAB, by the manufac- 
turers, by everybody with whom we discuss aircraft designs, by every 
economist, every researcher, fellows like Brewer, everybody. ‘That is 
the figure ‘they use, and we stick by it. It has another advantage of 
avoiding assumptions which, the minute you start using them, you 
start building in chances of error. 

Now, as to the assumption that you made, I am not saying that 
doesn’t have validity—about 1,000 miles for the average trip, and so 
on. All I am saying is when you start making assumptions, the 
premise faces the risk of a mistake, and the error ohincen cumulative 
as you make’more and more assumptions, and we try to avoid them 
as much as possible by sticking to this one basic statistic. 

Senator Monroney. I think you are wise in your testimony, be- 
cause this is a definite verifiable figure. I was trying to reduce for 

easy understanding for myself and whoever may read the record 
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as to how much is going into the air daily worldwide, and I come 
up with a rather meager figure, of what I think is meager, of 1,430) 
tons a day moving w orldwide. 

I can visualize, ‘after you tell me how many billion passenger-miles 
you have flown, still a little better than 50 million passengers boarded 
and deplaned, and most of them arrived safely and in good order. 

Mr. Taytor. I am very sympathetic, because these “figures leave 
me at a loss sometimes, too. 

Senator Monroney. We are trying to get a graphic picture of what 
the size of our present growth is and has been since 1938, to 1958. 

Mr. Taytor. I might just add, Senator, I think relevant to this 
is the point I tried to bring out in response to Senator Schoeppel’s 
question, that even saying that there is one-tenth of 1 percent of the 
total freight that moves by air today, Brewer—and Brewer is one of 
the best in the business of forecasting; he is a highly reputable and 
able citizen on the subject—he is a consultant of Boeing and other 
manufacturers, and writes for Stanford Research, and so on, says 
still in 1975 we are going to carry less than 1 percent of it by air. 
This isn’t because we don’t want to or because we are malicious or 
anything like that. You are going to have 4-cent operating cost 
airplanes by that time, and you are going to have all of these mechan- 
ized systems and loading facilities and so on, ae we are talking 
about, still that is what. you are going to get. I don’t think you 
quarrel with that for a second, either. But I think it is relevant to 
the basic question you and I are talking about, as to just how much 
growth is going to take place, and what kind of an expectancy we 
can reasonably have at this time. 

That is all. 

Senator Monroney. And being an expert in passenger service, and 
cargo, will you not say that there is a far greater demand as to addi- 
tional traffic resulting from the rate of freight than from the rate of 
the passenger service? In other words, freight will move by. the 
cheapest way, or the cheapest convenient way, time considered, re- 
gardless of whether the meals are good on the airplane or not, or re- 
gardless of whether the departure 1s at 7 o’clock in the morning or at 
9 o’clock in the morning, and whether the stewardesses are prettier 
on one line or on another. So you get right down to the hard core 
of price when you are moving freight. 

And until you approach to a degree a slight premium above surface 
transportation, the great breakthrough of aircargo will not occur 
because of the plain hard facts of economics and the cost of movements 
of goods and things by air. Is that not a correct statement! 

Mr. Taytor. Well, in a nutshell, could I summarize what you want 
me to comment on this way: Pricing i is more important to cargo than 
to passengers. 

Senator Monronry. Cargo is more sensitive to price, we will say, 
than passengers ? 

Mr. Taytor. Well, Senator, you can hardly find anybody in this 
room that knows less about rates than I do. So I am not a good wit- 
ness on that point, but I will do my best to comment on it, for what it 
is worth, and it isn’t worth too much. We have had repeated experi- 
ences in our passenger transportation where pricing has increased our 
market. For instance, several years ago, Aaiess ‘ican Airlines intro- 
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duced a Royal Coachman, a plane which—a service which I think 

ou may be familiar with—that started out between New York and 
te Angeles, and then I think Washington and Los Angeles. It was 
a DC-7 coach flight, exclusively. It was the fastest airplane in the 
country. It was the first transcontinental nonstop all-coach equip- 
ment. 

You would be amazed at the passenger response to that. It was at 
the top in equipment, and it was a lower price. I think the transconti- 
nental roundtrip on that thing was something like $160. I think 
American has been pretty responsible as to the pricing problem in the 
passenger business. The best illustration of what that did was the 
extent to which American Airlines practically took over the Washing- 
ton-Los Angeles market. We were operating three and four nonstops 
a day, if I recall correctly, and—I don’t want to draw any comparison 
directly—but there may have been one other nonstop from here to 
Los Angeles at that time by another company. There might have been 
one or two, but I have a hunch there weren’t any—I am not sure of 
that. My only point is that is just one example of pricing being 
important in the passenger field. 

Now, in fact, of course, the whole controversy of 8 and 10 years 
ago about the development of aircoach, which is related directly to 
that point, was involved. 

In the cargo field pricing is certainly important. Rates have to 
come down in order to expand the market significantly. I do not 
think you can say that in the passenger—business people are going to 
move anyway, whereas, you've got to attract freight with rates, because 
people can still go on buses and cars. 

In fact, cars, as you know, are just cutting into the short-haul market 
to a tremendous extent. This is a problem on which some of our 
railroad friends could spend 5 hours relating, I am sure. At least 
some places in the hinterland, you can still get there by train. So I 
don’t think that that kind of a comparison is completely helpful in 
our problem. 

We have had one example as to aircargo, and that goes back to 
the minimum-rate order. We, as I say, went through a terrific battle 
to get them to let us put m deferred airfreight which cut the rates 
in half. The whole thing, of course, cannot be divorced from the 
problem of speed, because in deferred airfreight—that was third-morn- 
ing delivery—by definition you weren’t getting exactly the same freight 
service. But we got some response in the deferred airfreight field, 
but actually, Senator, not quite as much as we had expected. 

This is a discursive comment on the question you asked. I might 
add, by the way, on that minimum rate order that I don’t think I really 
made clear to you the point I was driving at earlier on this question 
of the Board getting itself committed in certain situations. 

You see, the minimum rate was put in at the request of the all- 
cargo carriers in 1948, because they objected to our lowering prices— 
rates, rather, which, as you are saying now, we figured would expand 
the market. We think so today. The best thing that could happen 
would be if the CAB would face up to the real problems of that 
minimum-rate order, but the Board in 1948 had created what it called, 
in quotes, “an experiment” in an all-cargo operation, and the minute 
the experiment got started, not quite the minute, maybe the same 
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year, those carriers came in and said, “You’ve got to put a floor under 
the rates because if the rates go down we can’t continue with the 
experiment.” 

he Board had acquired a vested interest in that experiment, and it 
stuck by it by putting the minimum rate into effect, and it has stayed 
there ever since. 

Senator Monroney. What is the rate on the deferred cargo, per 
ton-mile ? 

Mr. Taytor. About 11 cents per ton-mile, sir. 

Senator Monroney. Eleven cents for third-morning delivery; is 
that correct ? 

Mr. Taytor. And I might say that another thing that you want to 
think about in connection with this whole question of the extent to 
which freight expansion is related to rates is this: To a greater extent 
than in the passenger business you have to get out and sell the freight. 
In an attempt to put it in a modest way, I do honestly believe that 
American has done as much as anybody in that effort, and I think 
we have done more, because back in 1955 we set up this distribution 
consultant service and we got out pamphlet after pamphlet. One of 
them was called “The Fourth Dimension in Airfreight,” and so on, 
and the whole purpose of that was to go to shippers and to retailers and 
say: You fellows have, as a heavy part of your costs, inventory which 
you have to carry, which becomes obsolete, and the maintenance of 
expensive and extensive warehouses, and why do you do it? You 
do it because it takes so long to fill an immediate order. You can’t 
wait 6 or 7 days to get it shipped across the country. Now, why 
don’t you try airfreight, eliminate all those warehousing costs, and 
all that inventory accumlation cost, and the risk of obsolescence, which, 
in some businesses, as you know, is just a terrible risk—eliminate the 
whole thing, get rid of that cost and switch to airfreight and assume 
that cost, which we think will be less. 

Yesterday, as a matter of fact, or the day before, I understand— 
although I wasn’t here to hear it—Professor Brewer referred to an 
optical manufacturer, wasn’t it, or some shipper or producer in New 
England who had switched to airfreight for this very reason, because 
it really expanded his business. 

Do you know who talked him into doing it? American Airlines. 
I am not trying to pat us on the back at all. I just want you to know 
this is really an important factor. 

Senator Monroney. I think you are to be complimented on going 
after this rate and developing it. My only thought in this is with 
the low-cost per ton-mile, new aircraft that are already here for 
delivery from Canadair, how long will we wait before the rates that 
that plane can produce will be available to other shippers? 

I wondered if you could answer my question as to whether you 
had bought any of these new-type all-cargo aircraft. 

Mr. Taytor. Can I answer three questions in a row, do you mind? 

Senator Monroney. That is all right. 

Mr, Taywor. The first two will be quick and then I will come to 
that. First, how soon the rates will come down. It gets right back 
to the minimum rate order, it depends on the CAB. There is not 
one doggoned thing we ean do about. that. 
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Secondly, as to the breakthrough in this—well, I thought I could 
give you a quotation on that. Anyway, it is somewhere in these 
papers I have, where Professor Brewer says the breakthrough is 
going to come about 1964 or 1965. 

Third, What have we ordered? I assume when you say “new 
cargo planes” you are talking about the planes that Mr. Donald 
Douglas was referring to, and the CL-44, and the most recent planes 
that are projected planes that Lockheed was discussing, and so on. 
We have not ordered any of those, Senator. I am not an equipment 
man any more than I am a rate man, so I can’t tell you when we are 
going to doit. I will tell you this: We have been in conferences with 
those manufacturers since 1957, with General Dynamics, with Boeing, 
with Lockheed, with Douglas, and—wait a minute, there is one other— 
Canadair. They have yet—I think this will interest you—they 
have yet to give us a price on the airplane. 

Senator Monronry. Canadair will not quote you a price? 

Mr. Taytor. No, sir. You heard all kinds of prices bandied about 
in this committee, but there is not one of those men that bandied them 
about that has to put that price on a contract, on a letterhead, and 
then sign his name at the bottom of it and stand by it. They haven’t 
given us a price. As a matter of fact, there is not one of those manu- 
facture ‘rs, Senator, who has met any of our specifications for an air- 
plane—well, correction, I shou! dn’t any of them—who have met our 
specifications. ‘There are several spec ifications we have to have for ¢ 
‘argo airplane. There is not one of them that has come up with a 
complete system—not just an airplane—a system of terminal mech- 
anization, terminal loading, and so on. They acknowledge it them- 
selves. 

They have not thought up anything that is satisfactory to them. 
Mr. Donald Douglas, in his testimony here, said that is necessary. 
As a matter of fact, when Canadair first came to us, we told them 
that a mere airplane wasn’t enough. Here is a quotation, just the first 
paragraph, I won’t take your time with all of it, from a letter from 
Canadair to us: 

Ever since we initiated the aircargo program we have become strongly cog- 
nizant of the fact that the aircraft itself is only part of what the airlines need 
to develop airecargo to its full potential. 

I might add, Senator, we do not believe the cost estimates they 
have been giving us. 

Senator Monroney. Canadair? 

Mr. Taytor. The manufacturers, that is. I am not picking one out. 

Senator Monroney. Canadair, according to Mr Prescott’s testi- 
mony, from the Flying Tiger Airlines, has a good wzirplane. It may 
not be what American wants, because you have your own means and 
own ideas. One system that one operating line wants, may not be 
satisfactory to another line. So this is going to be an awfully hard 
standardization problem. ’ 

Mr. Taytor. That is right, Senator. When you say it may not be 
what we want, you hit it right smack on the button. TI will say this as 
a matter of corporate policy, and I think you are familiar with C. R. 
Smith’s intensive interest in equipment leadership. He wants to be 
the first with the best every time he can do that. And as soon as we 
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have the system and the airplane, we will surely buy it, because we 
want that aircargo market as much as the next fellow. 

As to the CL-44, the one that is being bought by the people you 
refer to doesn’t have this mechanized loading built into it, you see. 
By the way, that airplane—I don’t know anything about the airplane 
in detail—but how many people have they sold it to in the whole 
world ? 

Senator Eneir. Two. 

Mr. Taytor. That is right. 

Senator Eneie. Except their own airlines. 

Mr. Taytor. I beg your pardon. 

Senator Eneir. Except their own airlines. They built some for 
Canadian National, didn’t they ? 

Senator Monronery. They built them for military. I presume it 
will go on Canadian National, because that is a Government-owned 
operation. 

_ Senator Enere. Flying Tigers and Seaboard & Western are buy- 
ing it ¢ 

Mr. Taytor. That is right, Senator Engle. Don’t misunderstand 
me. I think the CL-+4 is a fine step forward. But it gets back to 
American Airlines’ basic point. We think it is an interim aircraft. 
It isn’t what we want for our system. 

By the way, I don’t think anybody has bothered to point this out in 
these hearings: these big cargo jets which some of the other manu- 
facturers are talking about—in the course of their sales efforts—will 
operate at about six airports in the United States now, give or take one 
or two airports. You have two or three on the east coast and a couple 
on the west coast, and I think only one of the airports at Chicago. 
This is not going to develop airfreight on American Airlines, which 
has a system of 64 cities. 

Senator Eneie. You are talking about Douglas’ DC-8 conversion. 

Mr. Taytor. John Leslie of Pan American said to the CA B—yes, 
the CAB, last September—he thought those big jets might be fine for 
intercontinental use. That is, great for Pan American, but it isn’t 
going to develop airfreight on American Airlines’ entire system as a 
whole. Our airfreight doesn’t just come from New York, Detroit, 
Chicago, and Los Angeles, it comes from Little Rock, it comes from 
Oklahoma City, it comes from Tulsa, it comes from Dayton, Ohio, it 
comes from Boston, and it comes from Hartford, all over the lot. 
We want to give airfreight service to all of them. 

Senator Monroney. But I wouldn’t want the record to stand that 
there is not a modern cargo plane being built which will get into the 
largest number of airports. The CL—44 will do it, unless you are talk- 
ing about cargo-handling facilities, and not runways. Your 207 
Super Hercules is projected by Lockheed to do it. The straight jet 
will not do it, of course. I don’t know of anybody in their right 
mind that is thinking about buying a straight jet cargo plane. 

The testimony of Donald Douglas was the turbofan, which could 
be retrofitted to a large model of the DC-8 will be able to get into a 
7,000-foot runway, which will meet most of the places, I think, any 
airline will choose to stop. They are not going to stop on any milk 
run, five or six times between St. Louis and Oklahoma City and Tulsa, 
for example. 
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Mr. Taytor. Senator, I am not trying to say that some of these 
lanes wouldn’t operate in other airports. I am not an aircraft man, 

Fis not a design man or an engineer. I would just assume without 
arguing they would. In many respects it is a good airplane. The 
basic point I have to leave with you is, so far as American Airlines 
is concerned, they do not meet all our requirements. 

Senator Monronry. What is your direct operation cost, ATA for- 
mula, on your latest model cargo plane, which I presume would be 
the 7-F ? 

Mr. Taytor. Senator, point 1, I don’t know. Point 2, Mr. Leven- 
berg, who is our counsel here with me, says he thinks it is in the area 
of 8 to 9 cents for the DC-7F, but we do not have a precise figure. 
He says we do not havea precise figure on that. 

Senator Monroney. That would comport generally, I think, with 
the figures we have. Your figures would be about the same on an 
8- or 9-cent direct, which would bring you out on your first-class 
handling of the cargo in the neighborhood of about 20 to 22 cents 
per ton-mile. 

Mr. Taytor. I believe that is correct. That is the rate to the ship- 
per, that is what you are talking about ? 

Senator Monronry. The rate to the shipper. The rule of thumb 
apparently in the hearing has been double the direct cost. 

Mr. Taywor. I believe that is correct, Senator. 

Senator Monroney. So as to the other planes which you un- 
doubtedly have figured, do you know what rate per ton-mile they 
take ? 

Mr. Taytor. Do you mean the passenger planes with the cargo in 
the bin ? 

Senator Monroney. No, I am talking about the new model, all- 
cargo configuration planes. 

Mr. Taytor. Senator, I don’t. You have had testimony from some 
of the manufacturers here. I know you will evaluate it in your own 
good way. I would only reiterate that we do not believe that the 
cost estimates that have been presented to us by some of them are 
correct, and I am just terribly sorry that Mr. Littlewood, who is our 
vice president of equipment engineering, and just one of the very top 
men in this business, isn’t here. He is out of town and won’t be back 
until next week. Bill could answer these things for you right readily, 
and if you would like to have him come see you or testify again, I 
know he would be delighted to do so. 

Senator Monronry. We would be interested in knowing what the 
accurate figure is. You have estimated I think what is the range on 
your very latest model cargo planes you are now using. 

Mr. Tayror. You would like the figure of what we think the direct 
operating costs 

Senator Monroney. Of your plane, the one you are now using, the 
most modern and efficient cargo planes you have on American Airlines. 

Mr. Taytor. You mean the DC-7F. 

Senator Monroney. It might be the DC-6B, I don’t know. 

Mr. Taytor. No, it is the DC-7F. We will get you those figures. 

Senator Monroney. Senator Schoeppel. 


Senator Scnoerret. I would like to ask Mr. Taylor a few questions 
about this financing. 
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We have been reading about the demand for these fine jets in the 
passenger service, and they cost a lot of money, and they are coming 
off the production line. You are representing one of the great trunk- 
lines here today. Have the trunklines generally suffered creditwi ise 
as a result of their passenger jet financing? Could you give us any 
enlightenment on that? 

Mr. Taytor. I know that has been raised as a hypothesis. From 
time to time it has been raised, I believe, in the course of these hear- 
ings. I certainly do not think so. Nobody would have guessed, I be- 
lieve, in 1953 or 1954, at a time when some of the trunks were still on 
subsidy—a few of them—and others had only been off subsidy for 3 
years—something like that—that this industry could have financed 
$21 billion worth of new equipment for roughly 300 passenger jets— 
that: is, pure jets, that is not counting the turboprops. Nothing has 
been seen like it. Then you added 200 more turboprops, way beyond 
anything we had ever done before. You can’t even compare it with 
the net worth figures, as the balance sheet figures are so much smaller, 
And yet we did. And the reason we did it was that as a result of long 
experience with the KC-135, and therefore a good chance to really 
test in operation what looked like the operating costs, there was enough 
evidence to make a good case as to what the costs of operation on that 
plane would be, and therefore we went to lending institutions and 
showed them what the profitability of it would be, and it was that that 
enabled us to finance it. 

Also, you have a perfect illustration, just in the last couple of weeks, 
of the way this issue can be answered. 

I heard this comment 6 weeks ago, I guess—that there may have 
been an exhaustion of credit alre rady by the trunklines, that they 
couldn’t go any further. It was 2 days ago, I believe, that Western 
Air Lines announced their orders for three new Boeing jets, with an 
option on one more, and they said all they were going to ) do for finane- 
ing was issue a little stock, I believe. I don’t think there was anything 
more to it than that. And that is a small carrier, mind you. 

Goodness sakes, their revenues are something like $50 million a year, 
with relatively small profits. Braniff Airways, a carrier with revenues 
of $75 million in 1959, one of the smaller carriers, announced just a 
week or two ago that it was going to get I think five new jets, and they 

said that the only credit they would need would be a small amount of 
short-term credit, if that. "There was some doubt they would even 
need that. And Braniff, Senator, is an airline which in its entire 
corporate existence has had earnings in excess of $3 million only once— 
a small carrier with that earnings record. 

Now, I could give you some quotations from other carriers on this 
subject. United wrote the Board they would not need anything for 
it, and soon. 

Northwest’s earnings have gone way out of sight for 1959. They 
are somewhere between $91, and $10 million, twice what they were 
last year, and beyond, so much beyond anything they earned before 
that you can hardly see it. Of course, you have an additional fac- 
tor; that you can get credit available through the manufacturers in 
some cases. 

Capital, I think, has' had several instances of getting lines of credit 
extended to them from the manufacturers that they are dealing with. 
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Senator Scuorrrri. You don’t think there is any serious problem 
involved ? 

Mr. Tayvor. I don’t think so, Senator. It gets back to the point 
we made. If you have a plane that is good enough, and you have 
enough evidence to show that to a banker, you can get credit. 

Senator ScuorrreL. We heard some testimony here about the Cana- 
dair, and I don’t know whether the testimony or the statements here 
indicate whether they have had local guarantees up there available 
to the purchasers or not. Ithink maybe they have. But do you know 
whether Canadair waited until the local guarantees were available in 
Canada before they produced that CL-44 ¢ 

Mr. Taytor. Oh, no, not at all, Senator. That law goes back to the 
early fifties, and it is part of legislation dealing with export-import 
trade financing in Canada. It was subsequently amended to include 
loans in the aviation field. It is called the Export Credits Insurance 
Act. I don’t know the details of it. But the commercial model of 
the CL-44 was built before the amendment to the law which made 
guarantees in the aviation field possible. 

I have got some testimony right on that that would interest you. 
This is by Kar] Larson, director, Commercial Aircraft Sales of Cana- 
dair. This was his direct testimony in the Domestic Cargo-—Mail 
Services case before the Civil Aeronautics Board, and I think this tes- 
timony was just a couple of days ago. He is testifying today, I am 
sorry, but the direct testimony and exhibits had been put in before. 
This is a quotation: 


CL—44 design was originally based on a license from Bristol Aeroplane Co. 
of England, of which the first result was a maritime reconnaissance airplane of 
extreme range and endurance, the CL—28, now in operational use with the Royal 
Canadian Air Force. 

Adding to this the experience from the CL-28, plus the initial military order 
for 12 aircraft (CI-44) which broke the ice by supporting a substantial portion 
of the development cost, the scene was set for our approach to the commercial 
earriers. ‘This was in the middle of 1958. 

No reference to guarantees, you see. 

Then continuing and quoting further : 

Our contacts with the most experienced cargo carriers immediately pointed 
to the need for two additional features on the aircraft: 

1. Straight-in loading capability. 


2. Mechanical loading to enable a systems approach to cargo handling. 


And then he gets into the kind of modifications he made for our 
uses. Well, the upshot is that, as far as we can tell, the guarantee pro- 
visions didn’t have anything to do with the development of the CL—44. 

Senator Scuorrrer. Do you have an opinion as to whether these 
guarantees would bring down the interest rates? 

Mr. Taytor. I am certainly glad you asked, Senator, because that 
one has been chasing around for 3 years. There was extensive testi- 
mony in 1957 that it would lower the interest rates for the local service 
carriers, There has been testimony here that it will result in lower 
interest rates. 

Senator ScnorrreL. We have had some testimony here, that is the 
reason I wanted your opinion about it. 

Mr. Taynor. Yes, sir, Senator. I reiterate, I am not a financial 
man, but I will give you the results of our research on this point, 
and I think that all of us have been assuming that it resulted in a 
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lower interest rate. I certainly was assuming that, until I looked at 
the record. 

Now, we have summarized—and we got the data from the CAB 
as to the six local service loans that have been guaranteed—the loans 
taken by the six local carriers which have used guarantees since 
the law was passed, plus all their other financing since it was passed. 
Now, we weren’t able to find out when all of the other financin 
originated. We don’t have the beginning date on all of it, but this 
is a tabulation of various indebtedness outstanding since the local 
service guarantee legislation was passed. ‘Twenty-four of the thirty- 
two involve interest rates that range from 514 to 6 percent and 
where there was—in cases where those were guaranteed—about a 
quarter of a percent additional charge for the guarantee, which the 
Board charges. Twenty-nine of the thirty-two ranged between 51, 
and 6 percent. There was only one that was under 5, and there was 
only one that was over 6, and that is the most recent. And you know 
the interest rates are sky high now, so I think it is related to that. 
That was a public financing ‘by Allegheny Airlines on February 10, 
1 believe, $514 million, or ‘$51/, million of convertible debentures at 
644 percent. It wasa public offering, which could account for the ad- 
ditional rate. 

As for some very specific comparisons, Hawaiian Airlines—to get 
the timing on it so it is comparable—Hawaiian Airlines in July of 
1959 borrowed $3 million at an interest rate of 514 percent, with 
no guarantee. That was July of 1959. 

Alaska Airlines, in May of 1959, only 2 months difference, borrowed 
a little less than $114 million under a guarantee and paid 6 percent. 

Frontier, under a guaranteed loan in “July of 1959, the same month 
as the Hawaiian loan, borrowed $2,250,000 at 514 percent plus the 
guarantee fee. They paid more than Hawaiian. 

North Central, in January of 1959—about 6 months’ difference 
there, which is as close as we can get—I am doing the best I can for 
you—borrowed $2,340,000, paid 5% percent plus the guarantee fee. 

Now, it looks to me as though guarantees don’t really have much 
bearing on the interest rate. Of course, I know you have to take into 
consideration the fact that there are other things that enter in. It 
depends on the carrier and a lot of things like that. But if you are 
going to make a statistical analysis of it, to check these claims that 
are made, this is the only way I know to ‘do it, and this is the result. 

Senator Scnorrren. One final question here. There have been a 
number of implications that the situation before us is the same as ap- 
plies to the local service carriers in 1957. I remember when that 
legislation was up, and as I remember, I voted for that legislation, and 
the implication is that we should pass this law just as we approved 
the guarantees for the local carriers at that time. 

Now, on the face of it, that looks like a pretty good argument. 
How do you deal with that argument? You make reference to it 

earlier in your testimony here. 

Mr. Taytor. I would be very happy to expand on that, Senator, 
because we think there are important differences which the commit- 
tee might well want to consider. 
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In the first place, this is very important, the local service lines, as 
we all know, are regional monopolies. They serve 210 cities that 
would not otherwise have air service. 

By contrast, the main carriers affected by S. 2774 have duplicative 
and competitive routes. This is particularly true east-west. 

Secondly, this recapitulates one of the points made in my testimony, 
the local service carriers all had permanent certificates: 28 out of 
34 carriers that were described to you as favoring 2774—of course, 
that was a nice way of just saying all 23 of the supplemental carriers 
favored it, although only 1 of them showed up at the Board’s presen- 
tation last fall—28 out of 34 have temporary certificates, the longest 
one runs to 1964 only; 11 are for 2 years only; 12 are for 5 vears ; 
and the beginning period on those last 11 and 12 2 was early 1959. So 
you've got “4 years to go as to some of them, and a year to go as to 
others. 

Third, in the local service case, the purpose was to reduce subsidy. 
In this case there is some possibility that the legislation could lead 
to additional subsidies. I would like to quote to you what Mr. Dur- 
fee said in the hearings on the House side on the legislation before 
these committees in 1957. He said as follows: 

The legislation should be limited to those carriers whose financial position 
is such, whether or not technically on subsidy, that the legislation might 
reasonably be expected to benefit the Government either by eliminating, reduc- 
ing, or warding off the necessity for subsidy. 

That is the end of the quotation. 

The Flying Tigers told the CAB on September 1 that if this legis- 
lation went through they would have to revise their position w hich 
presently is there should not be subsidy for all-cargo operations, and 
they would have to ask to come in and be eligible for subsidy. 

Fourth, in 1957, the F-27 was coming off, the production line in 
June 4 to 5 months from the date of the hearing before this com- 
mittee. You will find that in the committee report. 

As I have said, repeatedly here, we have no really low operating 
cost plane or system. 

Fifth, all the local service carriers were, are, and always have been 
on subsidy. By contrast, none of the principal companies affected 
by this legislation are on "subsidy, and we feel none of them should 
be. We feel that none of them need to be. Subsidy should be availa- 
ble only to provide the service to the Nation which cannot otherwise 
be provided. 

Sixth, the stock of the local service carriers was not readily marketa- 
ble, and that complicated their problems in financing. In contrast, 
10 of the 12 domestic passenger trunklines are listed on the New York 
Stock Exchange, trading ac tiv ely there, of course. The other two are 
on the American Stock E xchange and trade actively, listed every day 
practically. Three of the all-cargo carriers trade on the American 
Stock Exchange, actively. Two of them are in the over-the-counter 
market, and one trades quite actively, the other fairly actively in its 
own area. That leaves only one to go, of the six all-cargo carriers, 

and I believe that is closely held. 

Seventh, all the carriers affected in 1957 were fully involved in the 
kind of operations the bill was intended to support. By contrast here, 
a number of the carriers which supposedly are in favor of the bill not 
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only do not carry much freight, but actually eight of them didn’t 

carry 1 single pound of it in 1958. The statistics aren’t available 
yet, as far as I know, for 1959. We have to draw a conclusion that 
if it is true they are interested, they are interested because the Gov- 
ernment will be underwriting a good portion of the risk. 

Eighth, excluding Government witnesses, there were 30 witnesses 
that appeared in 1957 on the House and Senate side in favor of the 
legislation. You even had a joint resolution by the Territory of 
Hawaii, in regard to the legislation. There was not one single witness 
that opposed it. I leave it to you to contrast that with the present 
situation. We think the differences in the two situations are just 
legion. 

Senator Scuorrrer. I have no further questions, Mr. Chairman. 

Senator Monronry. Let me ask you, Did American receive an RFC 
loan to purchase modern equipment, either during or shortly after 
World War II? 

Mr. Taytor. Senator, I just don’t know. We will supply that for 
you if you would like. 

Senator Monroney. I would like to have it. I have the amount of 
subsidies, but I don’t have the amount of the loan. If this is the case, 
then would there be any greater prejudice, such as you outline in 
your fourth point, that a loan or guarantee by the Government would 
adversely affect the public? Since your examples were route cases, or 
certificate renewals, or rate cases, if the Government is loaning money 
directly, or whether they were guaranteeing loans, would not the same 
cases be comparable? I don’t think it would affect, or did affect, any 
favoritism toward Americans to protect their RFC loan. Neither do 
I think Government-guaranteed loans would prejudice the CAB in 
its carrying out of its legitimate duty. 

Mr. Taytor. I don’t know whether there was a loan, of course. I 
don’t know what the circumstances were. 

Senator Monroney. Let’s leave out American. If we had made 
loans from the RFC, we'll say, to any airline, would there be any 
more danger in we Government-guaranteed loan under which the 
operator is paying 25 percent down, and 10 percent a year in amorti- 

zation 4 

Mr. Taytor. Senator, I think the situations are not comparable. I 
am not really conversant with the details of the RFC financing, but 
I take it it would have been a direct loan. At the time you are talking 
about, I think all the trunklines were still getting subsidy. 

Senator Monroney. You were not getting ‘subsidy at that time; 
vou went off subsidy in 1950. From 1942 to 1948 you were not under 
subsidy. After 1950 there was no subsidy. 

You can supply that for the record. The only thing I was trying 
to test was the objections you raised, whether they would be more 

cogent against the guaranteed loan or against the other loans that the 
Federal Government made directly to airlines as a matter of c ustomary 
course of assisting in financing the purchase of aircraft. 

Mr. Taytor. There was so much subsidy in the industry, when you 
paid off the loan, wherever you got it, it was just a part of your cost. 
AsI say, it ran so much through the industr y. Iam just trying to find 
the figures here, but I don’t have them. I am quite sure American had 
subsidy up to 1943 or 1944. 
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Senator Monroney. I don’t think there is anything wrong with it. 
I think it is a great service. We are getting it back in income tax. I 
am not attacking that. I am merely ‘Jooking forward to new growth 
and new potentials, so we can plant the seed corn and harvest another 
crop of income tax. 

Mr. Tayvor. Tam sure that will happen. 

The only point I am trying to make is that at the present time there 
is no subsidy in the trunkline field. So that I broadly would draw the 
distinction between a situation where there is no subsidy and a situa- 
tion where there was a great deal of it. 

Senator Monronry. There has never been any subsidy in the all- 
cargo field, I think the record should make that clear. 

Mr. Taytor. Correct. 

Senator Monroney. So all I am talking about is your cases regard- 
ing possible prejudice. In route cases or certificate renewals or rate 
cases, where the Government was guaranteeing a loan, if there would 
be more inclination to yield to these evils because we guaranteed the 
loan, or whether, as in the past, we have as a matter of common 
practice loaned directly to certain carriers through RFC. 

Mr. Tayior. I think there would be, because here you have the situa- 
tion where you might have guarantees running to one large carrier, 
who said it endorsed the legis: ation, although it said it didn’t think it 
would have anything to do with the airplanes being sought. You have 
another large carrier who says they want a guaranteee. 

A lot of the other—I am talking about. the passenger trunkline 
field—a lot of them don’t want it. No one is on subsidy. Suppose you 
have two or three who get guarantees, then you get into a route case. 
This is a matter of judgment, Senator, and obviously I respect. your 
possible disagreement with our position, but the point I am making 
is we have no confidence that the fact the guarantee existed for one 
company will be completely disregarded in considerations made by the 
regulatory body. 

Now I think that is quite different from the situation in which all 
the industry was on subsidy, or if you want to say, all but one or two. 
It depends on what year you pick, back in those early years. 

So that there is therefore no real reason for the Government to be 
favoring one over the other. 

Senator Monronrey. I am not talking about subsidy, I am talking 
about loans. We havea loan here 

Mr. Taytor. Sure, but—— 

Senator Monroney. You point out the danger of favoritism with 
respect to a loan guarantee. You had RFC loans over here in which 
certain carriers were assisted, and I am not saying it was wrong, it 
was quite proper, it gave us _ ‘rn aircraft, it speeded up the de- 
velopment. of passenger service, but I don’t think any of the lines 
that had loans from the Government injustly profited or that the 
route structure that was developed was a result of the Government 
seeking to protect its loan. I just can’t see the difference. 

Mr. Taytor. OK. I am not explaining it to you very clearly and 
I will try again. 

It seems to me that the situation in the early days was this: They 
were all on subsidy, so suppose you guarantee—I’m sorry, suppose the 
Government loans money to one of two of them. As a practical mat- 
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ter in the last analysis, it doesn’t make any difference whether they 
gave him a loan or whether they did it in the form of a subsidy. 
So there is no reason for the Government to show any preference in 
favor of the carrier to whom they have made the loan. They would 
just be cutting their own throat if they did, because they would be 
increasing the subsidy of the other fellow. 

Do I make myself clear, Senator / 

Senator Monronry. Well, subsidies didn’t furnish capital invest- 
ment. They gave a return of 6 percent on your invested capital, which 
would be insufficient for your capital cost equipment. These RFC 
transactions were largely capital loans for equipment. The subsidy 
would have no bearing on the equipment purchases, excepting to 
guarantee a return on the actual investment of the company. 

Mr. Taytor. Well, but I think it is just a question of the time when 
you get your money. In other words, in 1942, suppose you want to 
buy an airplane in May, but the Board perhaps has a procedure where- 
by you can’t get your subsidy until the end of the year when they re- 
view your results. It you could, you would get the subsidy then and 
there for the equipment. But instead of that, you borrow some money 
for it and then you include that in your costs at the end of the year. 

You see it shows up in your costs only in two ways. The amount of 
depreciation on it you charge off on it that year, plus the interest on 
your financing. Those are the only costs. 

Senator Monroney. You mentioned depreciation. That is a 7-year 
base, is it not ? 

Mr. Taytor. I beg your pardon, Senator? 

Senator Monroney. You write off an aircraft in7 years? 

Mr. Tayvor. It varies, Senator. They have writeoffs at different 
periods. 

Senator Monronry. Some were accelerated I believe during the war. 

Mr. Tayror. I don’t know. I wouldn’t be surprised. 

Senator Monronry. My understanding is there is a 7-year write- 
off on passenger aircraft. 

Mr. Taytor. I think one of the air carriers was writing them off 
in 4 or 5 years about 3 or 4 years ago, then the Board instituted a 
proceeding to make them use a longer period and they lost it in the 
courts. They said the statute didn’t give them the power to specify 
what your period of depreciation w ould be. But during the pendency 
of that litigation, some of the carriers conformed with the Board's 
order ending the litigation, which gave them a longer period, and then 
when the Board lost its litigation they all had a right to go back to 
whatever they were doing before, and some did and some didn’ t. 

I think that the writeoff period on our jets is going to be longer than 
7 years. I don’t know the exact period, and I don’t know whether we 
have definitely taken a position on it. 

In short, I would say, Senator, in general it varies from something 
like 4 or 5 years to somewhere above 7 years. I don’t think it runs 
much longer than that. 

Senator Monroney. The point I am making is this: many of your 
aircraft that are being converted to cargo, and certain of your DC- 
6B’s, have now run your full depreciation course, have they not? 
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Mr. Taytor. Senator, here is the figure from our exhibits in the 
Domestic Cargo Mail Services case now before the Board, at the 
examiner stage : 

Net book value before conversion of the airplanes that we are con- 
verting now, $8,320,669. 

Senator Monronrey. How many planes is that, sir? 

Mr. Taytor. Ten DC-7’s. And the cost of conversion on those 10 
is $4,456,62 

Senator Monronry. That is book value ? 

Mr. Taytor. These are the net book value. 

Senator Monroney. I am asking what the net depreciated value is 
according to income tax regulations, because I believe there is a per- 
missible switch that they are depreciated for income tax purposes. 

Mr. Tayvor. Oh, I understand. 

Senator, we don’t know whether there is a difference. I am sure I 
understand your point. We will find out for you and let you know, is 
that all right ? 

Senator Monronry. I would like to have what the value of these 
are for income tax purposes, and how much has been written off in 
prior tax returns. It means that although a deductibility has run, 
the book value could be larger. It could be the $8,320,000 is value to the 
company, whereas, the depreciated cost when new, up to now, would 
be another figure, you see ? 

Mr. Taytor. Sure. 

I haven’t heard that there is any difference in the way we do it. I 
think we use the same method for both, but I don’t know that at all, 
Senator. 

Senator Monronry. You feel, then, there is no disposition on the 
part of American, because they have this equipment and some of it is 
depreciated dr: astically, to see modern aircraft come in until they use 
up and completely exhaust the resources of the old aircraft ? 

Mr. Taytor. We sure have been having a lot of talks with a lot of 
manufacturers about new airplanes, which would be to no purpose, if 
we felt that way. 

Senator Monroney. Do you have any on order? 

Mr. Taytor. No, sir. Bee ase they won’t tell us—won’t come up 
to what we want, and they won’t give us a price. 

I am sure that just amazes you, but that is it. 

I might add as to these gentlemen working on this, Senator, which 
again goes to the point I think you are trying to bri ing out, that those 
are the 10 newest and most modern of all our DC-7’s. That is not a 
misleading statement at all, because I think we have got something 
like 25—wait a minute. I have it right here. No, I thought I had 
the exact number of DC-7’s that we have, but I don’t, Senator. I 
think it is about 25 

Senator Monroney. But if your competitors were able to secure 
delivery, either on the CL—44, through a Canadian Government finane- 
ing plan, or through such a bill as we propose, that would deliver 
a direct ton-mile operating cost of half of what your DC-7’s would 
do, then you would be either compelled to quote an uneconomic and 
noncompensable cargo rate to meet that competition, or you would 
be forced to buy a modern cargo plane, is that correct ? 
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Mr. Taytor. It depends. Again, we get back to the minimum rate 
order. 

If I make any more speeches on that, you are going to get tired of it. 

But what happens to the rate should depend basic ‘ally on what the 
CAB does. But even assuming that they will permit a reduction in 
rates, and assuming—and n obody has testified that this will happen- 
that carriers getting the new planes will in fact then reduce the rates, 
it may well be that we will come along with a plane that will be just 
as good or better. You are posing the basic question of whether 
newer planes will force us to “get on the ball” and get newer planes. 

I think the obvious answer, Senator, is, sure, we have got to meet 
our competition, and we want to meet our competition. 

I might say, although I have not dwelt on this, one of our concerns 
about the bill is we think, Senator, it tends to freeze designs. ‘The 
manufacturer tends to rest on his oars, we think. Because we think 
he may sit there with the notion that, “Well, L can sell this. These 
fellows can get financing because of a guarantee which they couldn’t 
otherwise get because the plane won’t really make much money for 
them, and therefore we won’t press on to an improved and better 
design.” 

I think, honestly, one of the reasons that the American aircraft 
manufacturing industry has turned in such a completely superb per- 
formance, has just taken the leadership away from the whole world, 
has been because of this constant pressure to come up with the best, 
and it isn’t as though—you know this as I know it—a mt inufacturer 
comes to us and says, “Will you buy this?” And we say, “No.” Then 
we stand apart for the next 2 weeks. We are working hand in glove 
with these people. 

I wish Mr. Littlewood were here. He is going out to the coast to 
these manufacturers every 2 or 3 weeks. We are » constantly working 
on them in regard to design. 

I am told we have not received an RFC loan since World War II. 
This is for the record. Again, we will find out what we had before 
that, if any. 

Senator Monronry. Going back to this, I share your great pride 
in the historic leadership that Ameri lean av iation has given. But I am 
also very concerned if we are 2 or 3 years late in the production of a 
cargo plane. If worldwide airlines should turn to Canadian, British, 
French, Russian, or some other type of aircraft, then it will be years 
before we will recapture the airframe business in this field, since oper- 
ators, 1 am sure you agree, do not wish to intermix their fleets with 
three or four different kinds and different. makes of aircraft, because 
of operating expenses that are added by having a few planes of one 
make and a few planes of another and a few planes of still another. 

Mr. Taytor. Well, of course, General Quesada said we might have 
10 different cargo planes. 

Senator, I am not ee about that. I am naive on this subject. 
But I can look at history. I don’t want to name names, but you have 
the case of one airplane which, for its day—but it may be a rather 
short day—was a rather popular passenger airplane. It came along 
rather recently. We think that the planes we have now are just going 
to take business away from it like nobody’s business. 
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The American manufacturer: are all here in 
town in droves right now—are rouing he ie on this seeninns, and they 
are going to come up with something. I don’t have any doubt about 
that. 

I think the best way to make sure they come up with something is to 
absolutely make sure that thing has to be an economic operating 
airplane. 

Senator Monronry. That is the only claim for it—cut the cost of 
operation per ton-mile. 

Mr. Tayior. Correct, — 

Senator Monroney. Cut the cost in half. 

Mr. Taynor. Yes. 

Senator Monroney. If it doesn’t do that, then the plane is no good, 
and no one will buy it. If no one buys it, then no one loses the guar- 
anteed loan, so we have only gone through an exercise of making it 
available to them if it happens. 

Mr. Taytor. A few of them might buy them and use the guarantee 
to do it, so you get some interim aircraft in our judgement, Senator, 
and they don’t operate very economically and, perish the thought, if 
we get a recession, then the chickens will really come home to roost, 
which is exactly what is happening in the maritime industry today. 

I know there has been testimony on that. 

Then the Government makes good on the guarantee. With what 
result / 

We have gone through a tremendous exercise. We haven’t pro- 
duced much. They are just a few planes for the commercial carriers, 
and they aren’t going to be so wonderful for the Government. You 
have a sincere desire to build up military defense lift, and this 
wouldn’t have done it. 

Senator Monroney. Are you satisfied with our military defense 
airlift? 

Mr. Taytor. No, sir. 

Senator Monronry. How are we going to get it? You mention, 
on page 4, that you are very much in favor of this program, and we 
recommend it on this basis, which is a transition from military type 
to civilian type: 

(1) A policy determination that the Government will purchase a 
reasonable number of military transports, provided the type will meet 
the specified needs of the service; 

(2) A competition among the manufacturers to develop the appro- 
priate type; 

(3) The selection of an appropriate type and a specific order from 
the military services to the extent of its needs. 

This is all taken care of in an SOR Air Force order, out today. 
This is all history. This has been done. So we do not need to feel 
this will step us along further. 

(4) An arrangement which will readily permit the military type 
to be converted into a suitable civilian type. (Some of this could be 
worked out by a blending of the military specifications and the civilian 
specifications. ) 

One of the main purposes of this bill is to do just that, because our 
experience in the field of aircargo shows the generals who are spend- 
ing Air Force money are not concerned with the direct operating 

59905— 60 35 











534 LOANS TO CERTAIN AIR CARRIERS 


cost per ton-mile, as are the commercial operators who must put that 
as a No. 1 item, and if they are using Air Force money, you are going 
to have a lot of built-in headwinds to produce a landing at the South 
Pole or an airdrop at 20,000 feet over Berlin, and a w hole lot of gadg- 
etry that goes into the one-in-a-hundred that the military might 
have. But if they are paying for it, they are going to want it “all 
built into the plane, and never mind what the ton-mile operating 
cost. Is. 

Mr. Taytor. Is your point that you don’t think—is your point, 
Senator, as a result of the lesser necessity on the part of the military 
to think about costs, compared to what we have to do— 

Senator Monroney. That is one of the points 

Mr. Taytor. That this program won't work ? 

Senator Monronry. No. The point is, without some such program 
as we have, there is no way that the military will be required to pass 
their design along for the approval of the civilian aviation chief who 
is the Director of the Federal Aviation Agency. 

Mr. Taytor. What do you mean by “some such program as we have,” 
sir? 

Senator Monroney. As we have before us in the guaranteed loan 
bill, one of the contingencies of the plane being eligible for this loan is 
that it meets the specifications of the military, after having been ap- 
proved and perhaps compromised to a degree to meet the requirements 
of commercial operators, too. 

I have been going through these two vacuum bottles as long as I 
care to go through; there is no way that the civilian people can impress 
on the military the urgency of a ton-mile operating cost, and I might 
call your attention—I realize we have had some help from the mili- 
tary—to the fact that their success in this field has been less than spec- 

tacular. 

You perhaps are familiar with the “Flying Boxcar,” are you not ? 

Mr. Taytor. Not in detail. I know what vou are referring to, sir. 

Senator Monroney. The C-124. This is the great big Douglas. 
You are perhaps familiar with the huge Douglas pl: ane, the C-133? 

Do you know any of these planes that C. R. Smith would look at 
even on a dark night and put on his line ? 

Mr. Taytor. I hate to answer, because, for all I know, he might 
have looked at all of them in the bright light of day. 

Senator Monronery. He may have looked at them, but did he look 
at them the second time? 

Mr. Taytor. I just don’t know. 

Senator Monronry. These are the product of the military. They 
are designed for military purposes. True, most of them are obsolete 
and old today and antiquated, but the only device we have been able 
to come up with to make the military and the civilians work together 
is to have something in it for both, and to compromise to some degree 
the military needs and perhaps compromise to some degree the civilian 
needs. Both are not going to get the perfect plane they need. Unless 
you hook these two together, the military is going ahead and will buy 
its own type of plane for military use and you will get very little help 
on a genuine all-cargo plane out of the tens of millions of dollars 
that will be spent for its development. 
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Mr. Taytor. Well, Senator, just as a small point, this idea of a 
royalty to be paid by the Department of Defense, my item on page 4 
is intended to be a way to make something, to put something in, to 
create a situation in which there will be, to use your words, something 
in it for both sides. 

But more basically than that, I would think that a fair and reason- 
able countervailing argument to what you say is the whole history of 
our aviation development to go back to the quotation from John Leslie 
of Pan American that I read to you, he said he couldn’t think of a 
plane flying, a transport plane flying, that wasn’t related to earlier 
military development. 

The whole history is one of evolution, cooperation, working together 
between the military and the civilians. 

I suppose your answer is, that is a nice thing to say and that is fine, 
but it hasn’t worked here. 1 think to a good extent that is true. I 
think that. it is fair to try to show some sympathy toward the manu- 
facturers and the military in this problem, however, because I think it 
has been a hard thing to get to the point where the manufacturer 
nearly has a commerce ‘ial plane. I think the signs of the times, with 
all the men in town, talking about all these proposals—Mr. Douglas 
saying all it takes is 8 or 10 orders, and so on, and with the C L-44, 
which is a good plane of its type coming along, are that we are ap- 
proaching the point that I am sure you want to attain, and we want 
to attain, too. 

[ wouldn’t want to be in the position, myself, of just saying this 
may have worked in the past but it isn’t going to work now. I don’t 
think you are really saying that either. I think you are troubled by 
the fact that it hasn’t produced what we would all like yet. 

The bill is an attempt to enforce the kind of cooperation on this 
subject which has existed as a matter of just simple cooperation and 
mutual interest in the past. 

I frankly doubt, in view of the signs of the times, it is really neces- 
sary. And it leads to something that I think you might want to think 
about, and that is: What kind of pressures are going to be put on the 
three agencies which, under the bill, have to approve this airplane? 
There are a lot of pressures in Washington, as we all know. What 
kind of pressures will be put on the FAA to approve an airplane, 
which may not really be as good as they ought to approve, and will 
they resist those pressures ? Who knows 

General Quesada, who is an dit competent man, has said 
that he is not going to approve anything that is not going around 
today ; he is going to wait for a good one. 

What about General Quesada’s successor? ‘There might be one 
before long. 

Senator Monroney. We hope not. I have never seen General 
Quesada pressured into anything he didn’t believe in. Of course, if 
we fiddle around for 2 or 3 more years, there might be another one. 
I would like to see us get started at least with somebody i in there who 
has the intestinal fortitude to say that this is what we have to have; 
and stay with it. 

Mr. Taytor. I will buy that as an approach, Senator. That is one 
reason why we are really quite serious in proposing what we proposed 
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here on page 4. We will do anything we can to cooperate in pushing 
that project along. 

Senator Monronny. Those are all done. Everything that you 
advocate is being done, including a device by which the Air Force and 
the civilians will have to work ‘together on the joint creation of this 
suitable common workhorse plane. 

Mr. Taytor. Has No. 3 been done, Senator, the selection of an 
appropriate type? 

Senator Monroney. Sir? 

Mr. Tayror. I am not aware of any specific military competition, 
IT am not aware—— 

Senator Monronry. They have an SOR out. I have been thor- 
oughly briefed on what the requirements are, what they hope to do, 
what their delivery dates are on a plane that the military has con- 
sidered. They have asked the largest and best manufacturers in the 
country to file blueprints and plans and specifications. So all those 
things are eae us. The question is now, the question comes down 
to four, to try to bring about the joint creation where both have 
common use ¢ a common consideration in this wedding of Air Force 
needs and civilian needs into a common product. 

Mr. Taywor. Well, I’m not familiar with the SOR you are referring 
to, Senator. I sure hope that that kind of progress is being made. 
Getting right back to what you have said, it wasn’t being made in 
reference to those three or four earlier militar y cargo planes that you 

talked about. 

Now, again, it looks as though there is some validity in what I 
said as to the signs of the times indicating that you are moving in 
the right direction. 

Maybe you and I just have a disagreement as to whether it is nec- 
essary to enforce that kind of cooperation with the civilian interest by 
statute. 

As a policy matter I don’t like that kind of an approach. I don't 
think it is necessary. 

Senator Monronrey. We are not forcing you. We don’t think 
American will ever use this. We are not forcing you to use it at all. 
We are not forcing any airline to use it. We are merely saying that 
this is a way that companies that do need it can be assisted to pro- 
cure this common workhorse type of plane that would be suitable for 
military and civilian ae 

Mr. Taytor. Well, I didn’t mean forcing us, Senator. TI think the 
thrust of what we were talking about is, forcing the military to coop- 
erate with the civilian entities. I think CR would tell vou that he 
doesn’t consider that necessary. Mr. Littlewood is over there talking 
to the Department of Defense darned near as much as he is talking 
to manufacturers. 

Senator Monronry. I am very fearful, unless this plane is really 
jointly developed, and with some authority to certificate the plane 
jointly for civil and for military use, we will be talking about this 
2 years from now when World Airlines, and perhaps many of our 
own are using inferior aircraft. 

Mr. Taytor. Do you think as another point, Senator, that vou are 
going to get as good, as educated, and as informed and responsible 
action, in the sense of having cooperation in the development of an 
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airplane between the military and civilian interests by asking two 
agencies, the FAA, and the C ‘AB, to play a major role in that, as you 
are by relying on cooperation between ‘the commercial airlines and 
the manufacturers and the military? It is not my role to ask ques- 
tions, I know, sir, I am just asking rhetorically. 

Senator Monroney. Every airline apparently has a set of specifica- 
tions. You just told us the CL—44 is not suitable for your use. Then 
we can’t have airplanes designed for each of the 44 airlines that are 
certificated. 

Mr. Taytor. Doesn’t that suggest, Senator, that it is more likely 
to be productive to rely on the individual, and in m: ny cases very 
highly trained and very highly experienced engineers and equipment 
researchers in the airlines and in the manufacturing industry to work 
out a cooperative development with the military / ¢ I don’t want to 
comment on the people that are available in the agencies involved 
under vour bill, because I don’t know. But they have never had to 
staff up for this before. I don’t know whether it is really the right 
approach. 

Senator Monronry. The only thing we have to go on is the history 
that after 20 years in world aircargo transportation, our lift is up 
from 9 tons a day to 1,430 tons a day, worldwide. Probably you have 
given us the best passenger fleet in the whole world. They have estab- 
lished great new records, but neither the airlines nor the military nor 
anybody else has produced a genuine cargo aircraft. 

Mr. Taytor. You have come all the way from a seat-loaded DC-3, 
and a DC-3 all-cargo airplane in 1943 or 1944, to a DC-7F, which 
may be retrofitted with turboprops comparable to the CL-44. The 
business has not been as remunerative to date as the passenger busi- 
ness. ‘That may not make us all happy, Senator, it may not be all 
we want, but I don’t think it is a bad showing. 

Senator Monroney. You are entitled, of course, to your ideas. I 
think it is a showing, but I would say that perhaps the reason why we 

are where we are, at only 1,450 tons a day, 1958, worldwide, is that the 
freight has always been the little brother, wearing the castoff clothing 
of the Beau Brummel of the airlines—when the clothing got old, no 
longer acceptable it was handed down to little brother. I think the 
time has come when little brother ought to have a suit of clothes of 
his own to go out in the world. 

Mr. Taytor. Senator, we are, as any commercial corporation, in 
business to make money, by definition. We are also in business to 
serve the public. If we could have ever made more money in freight 
than we could have made in passengers, we would have been putting 
more effort into freight than into passengers. I take it that is just 
axiomatic. But nobody would ever suggest that. Nobody in his 

right mind would have suggested that during our last 15 or 20 years, 
and yet in the face of that we have been knocking ourselves out and 
doing 2 a very good job, I think. 

Now, I guess what it comes down to is you just wish that more had 
been done. I wish that more had been done. But I think that the 
record to date is creditable, and the forecast of Mr. Brewer indicates 
that the record is going to be awfully good in the future. 

Let me just refer to Mr. Brewer’s statement. 
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Senator, I can’t find my quotation right now—wait a minute, here it 
is. This is from Mr. Brewer's study for the Stanford Research Insti- 
tute, entitled “Impact of Air Cargo,” page 11. “The aircraft in- 
dustry” —by the way, I would relate this to the number of passenger 
jets there are here right now, if we are going to insist that the pas- 
senger field has been greatly aggrandized to the detriment of the 
freight business. To be precise, the count is 299 pure jets that have 
been ordered for passenger service. Here is the quotation: 

The aircraft industry is already affected by aircargo developments. About 
300 to 400 planes, both new and converted, will be placed in all-cargo service 
in the world’s airlines between 1959 and 1966. More than 1,000 new turbine- 
powered cargo airplanes will be ordered from 1960 through 1975 for use in 
U.S. domestic and international commerce. At present prices this is about $6 
billion worth of business. The size of this market is approximately equal to 
that forecast for the pure jet and turboprop passenger aircraft. 

Now, there is the parallel you are looking for, and this is going to 
come according to Mr. Brewer, guaranteed loan or no guaranteed loan. 

Senator Monroney. In the year 1960, your testimony was two all- 

‘argo carriers have now bought modern turbine-powered cargo 
planes; that the rest of our giant t airlines, with their great progressive 
instinct. to spend $3 billion on passenger service, have not ordered one 
single one. 

I only say, sir, as I think we must adjourn, that more and more 
we see a familiar pattern of the “use it up, wear it out, make it do, 
let. us not modernize into new fields” that the railroads followed, and 
to their great misfortune are in the predicament they are today ; that 
if the pattern, from my humble standpoint, is followed, we will be 
wearing out presently discarded passenger craft while this cargo 
business goes begging, or worldwide will be lost. to competitive air- 
lines, and certainly to competitive airframe manufacturers, because 
we did not bestir ourselves when the time was still available to do it. 

Mr. Tayuor. You and I could go on all day on this, Senator, I am 
sure you don’t want to be bored | any more. But when we are con- 
verting the newest and best of our piston fleet, I don’t think it isa 
matter of feeling that it is discarded aircraft, and I suggest, in v lew 
of all the proposals now beginning to emerge from the manufacturers 
that you may find that there is a much more rewarding dev elopment 
in modern cargo aircraft in the next few years than I have the im- 
pression that you personally anticipate. 

Senator Monronry. Thank you very much, Mr. Taylor. Thank 
you for your appearance. 

Mr. Taytor. Thank you. 

Senator Monroney. The committee hearings are now closed. 

(Whereupon, at 12:40 p.m., the subcommittee adjourned. ) 

AMERICAN AIRLINES, 
Washington, D.C., March 21, 1960. 
Hon. A. S. MONRONEY, 
U.S. Senate, 
Washington, D.C 


Dear SENATOR MONRONEY: I believe that the following covers the data which 
we agreed to submit for the record on S. 2774: 

(1) Depreciation, for income tax purposes, on the five DC—7F’s already con- 
verted to airfreighter configuration and in service is as follows: 
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(2) During the initial period of operation, the direct operating costs of the 
DC-7F were 9.5 cents per available ton-mile. These costs include maintenance 
burden. 

(3) Our records show that American had three RFC loans. We drew down 
$1,235,399.55 on the first loan in 1986. In 1937, we took $618,473 of the face 
amount of $621,000 under the second loan. The third loan was for $250,000 on 
April 30, 1937. Indebtedness under the three, $2,103,872.55, was repaid by the 
end of 1939. One apparent difference from the guaranteed loan proposal is 
that the body which approved the loans, the RFC, was not directly involved 
in awarding operating authorities or rights to the carriers. 

(4) During our testimony there was also some discussion of the effect of 
pricing on passenger traffic. You might wish to incorporate in the record by 
reference chart III-B, page 4, Monthly Report of Air Carrier Traffic Statistics, 
June 1959, CAB Office of Carrier Accounts and Statistics, which shows a par- 
ticularly large increase in traffic resulting from coach and economy fares. 

I would like to reiterate my appreciation for your courtesy when I was priv- 
ileged to appear before your subcommittee last month, and to assure you again 
of our desire to submit or review with you any other pertinent information 
which may appear to you to be useful. 

Most sincerely, 
DwieuT D. Taytor, Vice President. 


(The following material was subsequently received for the record :) 


My name is Raymond A. Norden, and I am president of Seaboard & Western 
Airlines, Inc., which is the only U.S. flag certificated transatlantic all cargo 
earrier. I want to thank you, Mr. Chairman, and members of the committee for 
the opportunity of presenting our views. Likewise I want to offer you, Mr. 
Chairman, members of your committee, the Administrator of FAA and other 
Government officials my heartiest congratulations on the tireless efforts that have 
been expended on those necessary and proper courses of action which must and 
should be taken in order that our Nation may be provided with the national 
aircargo capability it so urgently requires. 

Seaboard & Western Airlines fully supports the proposed legislation in the 
national interest. The proposed legislation and the key provisions contained 
therein are warranted and justified if in the national interest, including defense, 
the Nation is to be provided with an expanded civil aircargo fleet in the shortest 
period of time and in the most effective and economical manner. 

I should like to call to the committee’s attention the informal public hearing 
conducted by the Civil Aeronautics Board on September 1, 1959. At that time 
we, as well as other carriers, presented our views on the questions before this 
committee. It is extremely significant to note, I believe, the fact that all of the 
transatlantic and transpacific carriers, i.e., those carriers whose certificated 
routes comprise the major part of our national defense overseas logistics pipe- 
line, supported the provisions of the proposed legislation—perhaps some with 
qualifications. 

The Department of Defense has stated that an expanded and further developed 
aircargo transportation system is needed. There is little question, or rather 
there should be little doubt, as to how to achieve this objective. 

Last May the Department of Defense set forth certain progressive policies— 
policies which clearly are in the overall national interest and for which the 
Department should be congratulated. Although implementation of these policies 
is still pending, Seaboard & Western set forth a proposal to the Department in 
which Seaboard would “undertake to place orders for additional long-range 
heavy-lift turbine-powered cargo aircraft in numbers commensurate with the rate 
of growth of DOD cargo traffic’ Seaboard carries on its regularly scheduled cer- 
tificated operation. I might add that since submission of our proposal other 
certificated route carriers have proposed a plan along the same general lines in 
which we also participated. 

It would seemingly be obvious in light of the above that the key to an immedi- 
ate expansion of civil cargo capability is that of an immediate transfer of 
increasing quantities of Government traffic, namely, that of the Department of 
Defense and the Post Office Department. It is in this connection that I wish to 
refer specifically to section 7(b) of the proposed legislation. Although Govern- 
ment-guaranteed loans will help facilitate the acquisition of new modern cargo 
aircraft, such acquisition can best be assured by freeing existing commercial- 
type traffic which is currently being withheld from the Nation’s certificated inter- 








540 LOANS TO CERTAIN AIR CARRIERS 


national air. transport system. The impetus created by the availability and 
proper channeling of such traffic can best be appreciated when it is realized that 
the amount of traffic in question is equal to more than half of the entire free 
world’s international air freight. The injection of that traffic into the U.S. flag 
air transport system would be equal and tantamount to an injection of adrena- 
lin—it would be “the shot in the arm” that would insure the much sought air 
cargo breakthrough. 

The availability of the Defense Department’s commercial-type international 
traffic would provide a sound economic base or platform upon which expansion 
of service and further development of civilian commercial markets could and 
would take place. This is by no means a new transport principle—it was used 
and first established in other transport modes and particularly those wherein the 
Government used the common carrier system to meet its transportation require- 
ments. 

If the Nation is to realize the maximum expansion and development of air- 
cargo capability and service, the manner in which Government traffic is routed 
is equally important. Government cargo traffic carried on scheduled com- 
mercial air services will do far more good for the overall expansion of com- 
mercial all-cargo operations than if the same traffic were moved via charter or 
special service flights. In this manner, Government traffic carried on services 
that also accommodate non-Government traffic would make higher load factors 
and increased frequency of schedules attainable. By contrast, special charters 
for Government traffic frequently involve the duplication of flights and costs 
to the carriers which also fly parallel scheduled services at reduced load factors 
and reduced scheduled frequencies. In the case of Defense Department traffic, 
the movement of that traffic on regularly scheduled commercial services would 
provide other Government agencies and departments, particularly the Post 
Office Department, with increased frequency of service. Similarly it would 
provide the general shipping public with a greater volume of service which in 
turn would assist in the further development and use of air transportation for 
the large-scale routine movement of international freight. It makes little or 
no sense to establish a duplicate and parallel U.S. flag air transport system, 
noncertificated at that, for the primary movement of military or other Govern- 
ment traffic when the Civil Aeronautics Board and the President have already 
established a system to handle such traffic. 

Another salient reason for the commingling of Government and non-Govern- 
ment traffic is the fact that under such a policy the industry would be able to 
utilize the Government traffic ultimately to develop a capability greater than 
that merely represented by the volume of Government traffic carried. The 
routing of Government traffic on regularly scheduled commercial services would 
provide a greater capability and wherewithall to sell air cargo to the general 
public. By way of comparison, the Department of Defense has spent over 
$300 million in the past 5 years for commercial international and overseas air 
transportation. The manner in which this transportation has been procured 
and its exclusive, or almost exclusive, movement via special service-type flights 
has prevented the traffic from being fully used to develop other commercial use 
of air service. 

I do not wish to convey to the committee the impression that what I am sug- 
gesting is exclusive use of regularly scheduled services for movement of military 
traffic. Regularly scheduled certificated service does not exist in many parts 
of the world for which the Defense Department has a recurring traffic require- 
ment. The movement of traffic to and from these areas for which regularly 
scheduled certificated service does not exist properly necessitates the use of 
what may be truly termed supplemental service. 

The committee has undoubtedly considered the four-point program presented 
so eloquently by General Quesada last year before the House Military Opera- 
tions Subcommittee. Acceptance, implementation, and proper administration of 
this program will in our opinion insure the results the Nation seeks and de- 
serves. I am confident that this committee, and all others fully conversant 
with the subject and desirous of achieving an expanded civil aircargo capa- 
bility in the national interest, will support the key provisions of the proposed 
legislation. 

In closing, enactment of these provisions of S. 2774, and the proper admin- 
istration thereof, will accomplish the following: 

1. Create a healthy airfreight indusrty, capable of effective use as an instru- 
ment of national policy. 
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2. Assure the Defense Department of continuity of the logistic pipeline during 
emergency as well as normal periods. 

3. Enable the Military Air Transport Service to fully and wholly devote its 
efforts and resources to meeting and being ready to meet those lift requirements 
directly related to the execution of emergency war plans. 

4. Produce the maximum expansion in the all-cargo fleet comprised of modern 
long-range economical turbine-powered freight aircraft. 

5. Provide a solution to the problem of qualitative as well as quantitative 
deficiency of heavy-lift cargo aircraft available for national defense. 

6. Produce the maximum amount of total national aircargo capability with 
the most modern aircraft. 

7. Reduce the costs of air cargo and thus enable an enlarged number of 
shippers to enjoy the advantages of air transportation. 

We of Seaboard & Western wish to do everything in our power to cooperate 
with this committee, the Congress, and the other interested Federal agencies 
in order to achieve these objectives. 

Thank you, Mr. Chairman and members of this subcommittee. 


Atr LINE PiILtots ASSOCIATION, 


Washington, D.C., February 17, 1960. 
Hon. A. S. MIKE MONRONEY, 


Senate Office Building, 
Washington, D.C. 


DEAR Sir: At a recent meeting of the representatives of the Pilots of Pan 
American the merits of the bill S. 2774 were considered and endorsed with full 
support of the PAA pilot representatives. 

We feel strongly that everything possible must be done to enable the civilian 
air transportation industry to expand and provide a much greater cargo logistic 
capacity. This greater capacity must be maintained by civil carriers of our 
Nation and would provide the cargo lift potential, which is a vital part of every 
survival plan in our defense preparation for this atomic age. The Military Air 
Transport Service has developed rapidly and is curently moving 93 percent of 
the total of all aircargo by military aircraft. This is more than the total ton- 
miles of all airfreight, air express, and mail carried by all U.S. scheduled airlines, 
domestically, internationally, and overseas. 

We believe the majority of this aircargo should be transported by civil car- 
riers employing civilian pilots. MATS should be required to develop airlift and 
equipment to meet the special purpose requirements of the Department of De- 
fense. It should not duplicate civilian efforts, but should be directed toward the 
type of airlift that would not be available in the civil air fleet. We believe this 
would further promote the welfare and the safety of the citizens of our great 
Nation. 

We, the Pilots of Pan American, believe that bill S. 2774 would provide the 
impetus needed in the dormant aircargo industry, to further and properly de- 
velop a fleet of modern, fast, suitable cargo aircraft, operated by private car- 
riers with civilian pilots. This in turn would reduce the aircargo rates and 
promote and develop the commerce of the United States. It may lay the founda- 
tion for putting our country well on the way toward establishing a U.S. “merchant 
marine of the air.” 

We offer you our full support on this bill and urge its adoption. We will advise 
our friends, fellow employees, and Government representatives to support you 
in this legislation. 

The following is the resolution passed unanimously by the Master Executive 
Council of the PAA: 

“Whereas the pilots of Pan American Airways recognize their welfare and 
opportunity is directly related to a healthy and expanding civil air transport 
industry ; and 

“Whereas the Pan American Airways pilots have supported their beliefs, by 
contributing their time, funds, and efforts, in support of the development of 
new markets and facilities, and in support of others who are working for an 
expanding industry ; and 

“Whereas Senators Monroney and Symington have introduced a bill into Con- 


gress to encourage and support the development of aircraft specifically designed 
for aircargo : Now, therefore, be it 
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“Resolwed, That the Master Executive Council of the pilots of Pan American 
Airways does support and urge the approval of bill S. 2774 presented to Congress ; 
be it further 

“Resolved, That this action of the PAA Master Executive Council be made 
known to all interested parties and offered for record to our Congress now 
in s@ssion.” 

Sincerely, 
Stan ey L. DoEPKE, 
Master Chairman, Pilots of Pan American Master Executive Council. 


Marcu 7, 1960. 
Re cargo aircraft guarantee loan bill, S. 2774. 
Hon. A S. MIKE MONRONEY, 
Senate Office Building, 
Washington, D.C. 

My Drar SENATOR MONRONEY: I have been informed that the Aviation Sub- 
committee of the Senate Interstate and Foreign Commerce Committee, of which 
you are chairman, plans to hold open the record on S. 2774 regarding a cargo 
aircraft guarantee loan bill for a reasonable length of time to afford individual 
airlines an opportunity to file statements. I would like to take advantage of this 
opportunity now on behalf of Capital Airlines, Inc. 

Not only as chairman of the Senate’s Aviation Subcommittee, but also as an 
individual Member of the Senate, you have distinguished yourself as an 
altruistic champion of all things that will contribute to the continuing health and 
strength of the air transportation system of the United States in its dual 
function as an indispensable public utility and as an adjunct to the armed serv- 
ices for national defense in time of emergency. Among the many actions you 
have taken in the Senate that are favorable to the air industry has been your 
sponsorship of S. 2774, a bill to provide Government guarantees for cargo air- 
craft. Capital Airlines, Inc., strongly supports this measure, and acknowledges 
a debt of appreciation to you for your farsighted leadership for introducing it. 

You may know that the question of the need for this type of legislation was 
raised at a meeting held in the offices of the Civil Aeronautics Board on Sep- 
tember 1, 1959. Capital Airlines, represented by its senior vice president for 
marketing, Mr. Walter H. Johnson, Jr., spoke in favor of the legislation and 
elaborated on the need of Capital and other airlines with relatively short average 
lengths of hop for a specialized low-cost cargo aircraft to operate over its type of 
route system. 

I have noted with considerable disappointment that all certificated scheduled 
airlines have not seen their way clear to support your sponsorship of S. 2774. 
It is heartening, however, to know that all of them are solidly behind you and 
General Quesada with regard to the other three points of the program to create a 
fleet of modern cargo aircraft. It appears to us at Capital that it would be a 
shortsighted approach to try to pick and choose among the details of a great and 
comprehensive program, in order to support only the aspects that are to one's 
individual benefit, and we hope that eventually you will receive the unanimous 
air industry support you deserve so much. 

Thank you very much for giving me this opportunity for expressing Capital’s 
point of view. 

Yours sincerely, 
Davip H. BAKER. 


ASA INTERNATIONAL AIRLINES, 
Washington, D.C., March 15, 1960. 
Re S. 2774. 


Senator A. S. MIKE MONRONEY, 
Senate Interstate Commerce Committee, 
U.S. Senate, Washington, D.C. 

DEAR SENATOR MONRONEY: While Aerovias Sud Americana, Inc., did not testify 
concerning its interest in Senate bill No. 2774, this company wholly supports the 
objectives set forth in this bill under which the U.S. Government would guaran- 
tee a loan covering a substantial percentage of the purchase price of newly de- 
veloped aircraft engineered to meet the needs of airfreight. These views have 
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béen expressed to the Civil Aeronautics Board, and, we understand, were com- 
municated to the committee. 

This company is a relatively small one, but it operates in an area of very 
substantial potential civil cargo movements. Company studies indicate that in 
some areas it serves, a 25-percent reduction in airfreight rates would quadruple 
the amount of cargo carried. Even greater reductions which would be made 
possible through the use of aircraft designed for cargo carriage unquestionably 
would result in even larger traffic increases. 

This presents a situation wherein the company could greatly expand its opera- 
tions in the movement of civil aircargo if more efficient aircraft were available 
to it. However, due to limited financial resources, it is doubtful that it would 
be able to purchase such aircraft without governmental assistance, and certainly 
it could not participate in the enormous cost of developing such aircraft. 

On the other hand, if the company were operating newly developed efficient 
eargo aircraft, such aircraft would be paying their own way during peacetime 
and would be available immediately to the Government in the event of national 
emergency. Thus the airlift available in a national emergency would be aug- 
mented without the Government having to pay the cost of purchase and main- 
tenance of the aircraft. 

Your consideration will be greatly appreciated. 

Yours very truly, 
AEROVIAS SuD AMERICANA, INC., 
By C. BooKEeR POWELL, Vice President. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, February 18, 1960. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate. 

DEAR Mr. CHAIRMAN: Your letter of January 14, 1960, requests our comments 
on 8. 2774 which proposes to provide for Government guaranteed loans to certain 
air carriers for the purchase of modern cargo aircraft and components of a cargo 
airlift system. 

The need for guaranteed loans and the effect that the transfer of Government- 
sponsored cargo traffic to certificated air carriers would have on the Military 
Air Transport Service (sec. 7(b)), appear to be matters of policy for the Congress 
to determine. 

Section 3(b)(3) provides that guaranteed loans shall be repaid within 10 
years. We suggest that the repayment period be limited to the useful life of the 
aircraft as determined by acceptable air carrier depreciation policies and proce- 
dures or to 10 years, whichever period may be the lesser. 

Section 3(b) (4) provides that the total face value of cargo aircraft purchase 
loans guaranteed by the Government for any single carrier may not exceed $75 
million, further providing that the total face value of loans guaranteed for any 
one carrier or other eligible person for the purchase of specialized components 
of a cargo airlift system may not exceed $10 million. We do not know how 
many carriers or other persons would be eligible for loan guarantees and, there- 
fore, have no way of estimating the potential total liability of the Government. 
Following consideration of this matter by the Congress, we suggest that an overall 
ceiling be placed on the total amount of guaranteed loans that may be outstand- 
ing at any time. 

Section 3(b) (5) provides that no guarantee shall be made unless the Admin- 
istrator (FAA) shall have certified that the cargo aircraft conforms to general 
design and performance criteria established by him. Section 3(b) (6) provides 
that no guarantee shall be made unless the Secretary of Defense certifies that the 
cargo aircraft has design and performance characteristics which satisfy the 
criteria of suitability for military use established by him. Inasmuch as the con- 
gressional hearings on the Military Air Transport Service (MATS) have con- 
sistently indicated that modern cargo aircraft are needed to satisfy both mili- 
tary and commercial requirements and should be immediately interchangeable 
in case of national emergency, it may be desirable to consider whether the Secre- 
tary of Defense should have the basic responsibility for establishing design and 
performance characteristics, with the concurrence of the Administrator. 
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While section 4 provides for recourse by the United States against a default- 
ing borrower insofar as aircraft is involved, it is noted that no mention is made 
of recourse involving specialized components of a cargo handling system. Also, 
under section 3(b) (9) (iii), the value of the aircraft must be found to be such 
as to reasonably protect the Government, no mention is made of ground handling 
equipment. We believe the bill should specifically provide similar protection 
to the Government with respect to specialized components and ground handling 
equipment. 

Section 7(b) provides that departments and agencies of the Government “will 
assist in carrying out the objectives of the act, including an immediate and orderly 
transfer of increasing quantities of routine Government-sponsored aircargo traffic 
to certificated air carriers.” Since routine cargo under peacetime airlift con- 
ditions would become high priority cargo under emergency conditions, and since 
compliance with this section would have a significant effect on MATS operations, 
question may arise as to the intent of the word “routine.” If a definition of the 
word “routine” is not included in the bill itself, we suggest that at least an ex- 
planation of the intent thereof be included in the committee report. Furthermore, 
a literal reading of this section implies that the certificated air carriers participat- 
ing in the program would receive favored treatment in the disposition of Govern- 
ment-sponsored cargo traffic, to the detriment of those carriers not participating, 
We question whether it is the intent of this bill to eliminate from competitive 
bidding for Government business, those carriers who do not wish to or cannot 
qualify for guaranteed loans. 

We suggest that consideration be given to including in the bill a provision 
to emphasize the responsibility of the Secretary of Defense and the Federal Avia- 
tion Agency Administrator to insure the compatibility of the specialized com- 
ponents of a cargo aircraft system directly associated with flight line cargo han- 
dling to the configuration requirements of the aircraft. We also believe that a 
provision should be included to require these officials to consider the relationship 
between the amount of flight line cargo handling equipment to the overall re 
quirements of the cargo aircraft produced under the loan guarantee to avoid an 
imbalance between these requirements and to maintain an aggregate ratio be- 
tween the various configurations of aircraft and flight line cargo handling sys- 
tems. For example, this imbalance might arise through situations where persons 
are independently engaged in flight line cargo handling operations not directly 
related to those engaged in cargo aircraft flight operations. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 





EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF CIVIL AND DEFENSE MOBILIZATION, 
OFFICE OF THE DIRECTOR, 
Washington, D.C., February 29, 1960. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
U.S. Senate, Washington, D.C. 


Drar Mr. CHatrRMAN: This is in reply to your request for a report on S. 2774, 
86th Congress. 

There is a distinct need for a modern, efficient cargo airlift in time of mobil- 
ization. Available aircraft, including passenger aircraft that would be con- 
verted to carry light cargo, would be inadequate to meet the military and civilian 
needs in time of war. The acquisition of new and modern cargo planes by the 
commercial carriers would improve our readiness posture for national defense 

The Office of Civil and Defense Mobilization has no objection to the enactment 
of S. 2774. 

The Bureau of the Budget advises that it has no objection to the submission 
of this report. 

Sincerely, 
Leo A. Horen. 
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GENERAL COUNSEL OF THE DEPARTMENT OF DEFENSE, 


Washington, D.C., February 11, 1960. 
Hon. WARREN G. MAGNUSON, 


Chairman, Interstate and Foreign Commerce Committee, 
U.S. Senate 

DEAR Mr. CHAIRMAN: This has reference to S. 2774, 86th Congress, a bill, to 
foster the national defense, the postal service, the development of civil aero- 
nautics, air commerce in the United States and abroad, and for other purposes, 
by providing for Government guarantee of loans to certain air carriers for pur- 
chase of efficient, newly developed, modern cargo aircraft and components of a 
eargo airlift system. 

The Department of Defense concurs in the objectives of this bill for the 
modernization and expansion of civil cargo airlift capability. 

Enactment of legislation providing for Government guarantee of loans for 
the purchase of newly developed modern cargo aircraft would undoubtedly be 
a factor in carriers’ financing a modern cargo aircraft fleet, the availability of 
which would be an asset to national defense as well as to the commerce and the 
postal service of the United States. 

S. 2774 would provide adequate safeguards and assurances that aircraft 
covered by loans guaranteed under its terms conform to Department of Defense 
requirements and are made available to serve the Department’s needs as re- 
quired and on an equitable basis. 

The Department of Defense has increased its use of commercial airlift service 
for the movement of military traffic. It is believed that further increases in the 
use of this service can be expected in the future. The allocation of Government 
traffic should be in accordance with carefully established policy guidance that 
fully takes into account military and other airlift requirements. This policy 
must be flexible and responsive to all aspects of national aviation requirements. 
For this reason the Department of Defense believes that the statutory directive 
on this matter set forth in section 7(b) is not only unnecessary but unwise and 
strongly opposed. 

Subject to the foregoing, the Department of Defense would have no objec- 
tion to the enactment of S. 2774. To the extent it would assist in developing an 
effective commercial cargo airlift fleet to serve national defense, the postal 
service and the commerce needs of the United States, the objectives of S. 2774 
are favored. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report. 

Sincerely yours, 
(Signed) J. VINCENT BURKE, Jr. 
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